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CHAPTER I 

THE ECONOMIC SURPLUS

Statement of Purpose and Procedure 

The major purpose of t h i s  study i s  to  co n tr ib u te  to 

th a t  body o f  l i t e r a t u r e  known as neo-Marxism. The economic 

surp lus concept l i e s  a t  the  h e a r t  of t h i s  l i t e r a t u r e .  This 

study a ttem pts  to  d e riv e  an o p e ra t io n a l  d e f in i t io n  of the  

economic su rp lu s  and to  e s t im a te  i t s  magnitude fo r  the 1929- 

1970 p e r io d .  This time s e r i e s  i s  then employed to ev a lua te  

the  major work of neo-Marxism, Monopoly C a p i ta l .^

The procedure i s  to  approach th e  economic su rp lu s  

from th e  o u tp u t  s id e .  The su rp lu s  i s  defined  as the d i f f e r 

ence between p o te n t i a l  ou tpu t and e s s e n t i a l  consumption. 

E s s e n t ia l  consumption i s  the  sum of p e rso n a l  e s s e n t ia l  con

sumption and s o c ia l  e s s e n t i a l  consumption. Chapters I I  and 

I I I  con ta in  th e  conceptual foundations of these consumption 

elem ents. Chapters IV and V are devoted to  es t im ating  t h e i r  

magnitudes f o r  the 1929-19 70 period .

Paul A. Baran and Paul M. Sweezy, Monopoly C a p ita l ;  
An Essay on the  American Economic and S o c ia l  Order (New York: 
Monthly Review P re ss ,  1956).
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P o te n t ia l  ou tpu t i s  t h a t  output a t t a in a b le  i f  a l l  

f a c to r s  o f  production  were f u l ly  employed. In  p r a c t ic e ,  i t  

i s  the  sum o f  a c tu a l  ou tpu t and some e s t im a te  of the gap or 

u n u t i l i z e d  aggregate c a p a c i ty .  Chapter VI con ta ins  the  

conceptua l b a s is  fo r  th e  e s t im a te s  of p o t e n t i a l  output s e t  

fo r th  in  Chapter V II .

Chapter V III i s  the  concluding ch ap te r  o f the study. 

I t  c o n ta in s ,  f i r s t ,  a composite suirimary of the  procedures 

involved in  e a r l i e r  c h a p te rs .  Second, th ree  c e n t ra l  hypothe

ses of neo-Marxism a re  e v a lu a ted  in  l i g h t  of the evidence of 

the  c u r re n t  s tudy . F in a l ly ,  such im p lica tio n s  as are appro

p r i a t e  a re  drawn from th e  c u r re n t  study.

The ev a lu a tio n  o f  Monopoly C ap ita l  involves th ree  

hypotheses s e t  f o r th  by Baran and Sweezy. These a re ,  one, 

t h a t  the  economic su rp lu s  in c re a se s  through time both 

a b so lu te ly  and as a sha re  of n a t io n a l  income; two, t h a t  the 

share of the  su rp lus  which seeks investment o u t le t s  inc reases  

through tim e; and, t h r e e ,  th a t  monopoly c a p i ta l is m  i s  

incapab le  of absorbing t h i s  r i s i n g  investm ent-seek ing  p o rt io n .

The f i r s t  h y p o th e s is ,  the  r i s in g  su rp lu s ,  is  u n in te r 

e s t in g  given the d e f in i t i o n s  employed in  the cu rre n t  study. 

Baran and Sweezy are  concerned with the  question  of d i s t r i b u 

t iv e  income shares . The r i s i n g  surp lus i s  s i g n i f i c a n t  i f  

c a s t  in  terms of d i s t r i b u t i v e  sh a res .  However, the cu rre n t  

study d e fin es  the  su rp lu s  as the  d if fe re n c e  between p o te n t i a l



3
outpu t and e s s e n t i a l  output. In  t h i s  con tex t, the r i s in g  

su rp lus  s i g n i f i e s  l i t t l e  more than th e  occurrence of techno

lo g ic a l  change.

The second hypo thes is , the r i s i n g  investm ent-seeking 

p o r t io n  o f  the  su rp lus , i s  t e s te d  by, f i r s t ,  suirariing t o t a l  

e s s e n t i a l  consumption and n o n e sse n t ia l  personal consumption. 

Second, t h i s  sum i s  su b tra c ted  from p o t e n t i a l  output to  

approximate the  investm ent-seeking  p o r t io n  of the su rp lu s .

The s e r i a l  behavior of t h i s  sum r e l a t i v e  to  the surp lus 

c o n tra d ic ts  the  Baran and Sweezy h y p o th es is .

The t h i r d  hypo thes is , the  lack  o f  s u f f i c i e n t  

abso rp tion  c ap a c i ty ,  is  e q u iv a len t  to  a downward trend  in  the 

ope ra ting  r a t e  of t o t a l  c ap ac i ty .  This i s  te s te d  by the  

s e r i a l  r a t i o s  of a c tu a l  to  p o te n t i a l  o u tpu t. The lack of any 

i n s i s t e n t  downward movement in  t h i s  s e r i e s  co n trad ic ts  the  

Baran and Sweezy h y p o th es is .

The fundamental th e o r e t i c a l  p o in t  of the ev a lua tio n  

of Monopoly C ap ita l  i s  t h a t  Baran and Sweezy f a i l  to  s u f f i 

c ie n t ly  deny the a p p l i c a b i l i ty  of the  competitive law of 

va lue . They recognize r i s i n g  s e l l i n g  co s ts  and o ther a c t i v i 

t i e s  which are  in c o n s is te n t  with com petitive  cap ita l ism . 

However, they  continue to  equate la b o r  income with necessary 

costs  of p roduction . Moreover, they regard  a l l  government 

expend itu res  as p a r t  of the su rp lu s .  Such treatm ent ignores 

the  r e a l i t y  of a v;orld c h a ra c te r iz e d  by b ig  labor, big  gov

ernment, and big bus iness .  These r e p o s i to r ie s  of power are
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no t s u b je c t  t o  the  p r ice  system. Rather, they su b je c t  the 

p r ic e  system to  t h e i r  own ends. F in a l ly ,  a s ig n i f i c a n t  

p o r t io n  of e s s e n t i a l  consumption i s  governmentally supplied  

s o c i a l  consumption.

The Relevance of the  Economic Surplus

The economic su rp lus i s  a d e r iv a t iv e  of Marx's 

concept of su rp lu s  value. Surplus value i s  the  d if fe ren c e  

between the  va lue  produced by a worker in  a given period  and 

th e  share  o f  t h a t  value necessary  fo r  the  maintenance of the 

worker and th e  c a p i t a l  s tock . Since, in  a com petitive  

s i t u a t i o n ,  a commodity exchanges a t  i t s  c o s t  of p roduction , 

th e  worker i s  pa id  only h is  cost of su b s is ten ce  no m atte r  

t h a t  he produces in  excess th e re o f .

The su rp lu s  concept c e n t ra l  to  neo-Marxism and the 

c u r re n t  s tudy  i s  r e la te d  to  th a t  of su rp lus  va lue . I t  i s  

r e l a t e d  in  t h a t  i t  emphasizes the d if fe re n c e  between a given 

o u tp u t and th e  c o s t  o f producing th a t  o u tp u t.  However, i t  

i s  no t i d e n t i c a l  to  surp lus value because i t  does not assume 

t h a t  the  com petitive  law of value i s  o p e ra t iv e .  That i s ,  i t  

i s  f e l t  t h a t  the  emergence of im perfect com petit ion , trade  

u n io n s , and an in te r v e n t io n i s t  government have a l t e r e d  the 

face  of c a p i ta l is m  and the na tu re  of the  su rp lus  concept.

The importance of th i s  change is  the  theme of Chapter VIII 

o f  t h i s  s tu d y . To be very b r i e f  a t  t h i s  p o in t ,  t h i s  evolu

t io n  of c a p i ta l is m  n e c e s s i ta te s  the  search  fo r  the  surplus 

in  terms o f  ou tpu t r a th e r  than in  terms of income.
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The d is t in g u ish in g  c h a r a c t e r i s t i c  of the su rp lus  in  

the  neo-M arxist l i t e r a t u r e  i s  th e re fo re  not i t s  r e p re s e n ta t io n  

of su rp lus  o r  unearned income sh a re s .  Rather, i t  i s  the  e l e 

ment o f  s o c ia l  choice a v a i la b le  as to  the  manner in  which 

the  su rp lus  i s  to  be employed.

The su rp lus  o f an economy in  any given year rep re se n ts  
th e  excess of p o te n t i a l  t o t a l  p roduction  over s o c ia l ly  
e s s e n t i a l  p roduction  in  t h a t  y e a r .  . . . What b a s ic a l ly  
d is t in g u is h e s  s o c ia l ly  e s s e n t i a l  production from the 
su rp lus  i s  t h a t  the former re p re se n ts  a f i r s t  and 
la rg e ly  unavoidable charge on the  output of a so c ie ty  — 
w ithout which i t  would beg in  to  decay — whereas the  
l a t t e r  i s  t h a t  p a r t  of i t s  p roductive  capacity  t h a t  a 
s o c ie ty  has some p o te n t i a l  freedom to  a l lo c a te  among 
competing a l t e r n a t iv e s .^

T herefore , the  ques tion  of income shares  i s  i n t e r e s t i n g  only

to  th e  degree t h a t  i t  a f f e c t s  the  manner in  which t h i s  s o c ia l

choice  i s  made.

The su rp lu s  concept i s  fundamental in much o f  economic

anthropology and economic h i s t o r y .  I t  i s  used to  exp la in  the

emergence o f  s p e c ia l iz e d  la b o r  and c i t i e s . ^

In  the  p re v a i l in g  exp lana tion  of the o r ig in  of s o c ia l  
s t r a t i f i c a t i o n  and the emergence of fu l l - t im e  s p e c ia l 
i s t s  . . . , te c h n o lo g ic a l  p rogress i s  p ic tu red  as 
lead ing  to  th e  production  of economic su rp lu se s .

2
Thomas E. Weisskopf, "The Problem of Surplus Absorp

t io n  in  a C a p i t a l i s t  S o c ie ty ,"  in  The C a p i t a l i s t  System, 
e d i t e d  by Richard C. Edwards, Michael Reich, and Thomas E. 
Weisskopf (Englewood C l i f f s ,  New Je rse y :  P re n t ic e -H a l l ,  I n c . ,
1972), p. 366. The d i s t in c t io n  between necessary and su rp lu s  
production  i s  b e a u t i f u l ly  i l l u s t r a t e d  by Joan Robinson, Free
dom and N ecess ity : An In tro d u c t io n  to  the Study of Society  
(New York: Vintage Books, 1971).

^See, fo r  example, V. Gordon Childe, What Happened 
in  H istory?  (Baltimore: Penguin Books, 1946) and S o c ia l  Evo
lu t io n  (London: Watts and Company, 1951).
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These a re  thought of as p rovid ing  the  b io s o c ia l  
p re c o n d i t io n  f o r  the  d ivers ion  of man-power from 
'n e c e s s a ry '  o r 's u b s is te n c e '  to  sp e c ia l iz e d ,  
c u l tu r e - b u i ld in g  a c t i v i t i e s .  . .

George Wilson employs the su rp lus concept to  i n t e r p r e t

economic h i s t o r y  and th e  h is to ry  of economic though t. That

i s ,  an i n te r p la y  i s  found between the  ex ta n t  a t t i t u d e s  toward

the  su rp lu s  and i t s  s i z e  and growth.® Weisskopf continues the

passage quoted e a r l i e r  by p o in tin g  ou t the e x te n t  to  which the

s iz e  and th e  use of i t s  su rp lus determines th e  c h a ra c te r  of a

s o c ie ty .

In a very  s i g n i f i c a n t  sense , the na tu re  o f  a s o c ie ty  is  
re v e a le d  by th e  manner in  which i t  d isposes of i t s  su r 
p lu s .  S o c ie t i e s  are  d i f f e r e n t  to  the e x te n t  t h a t  they 
make d i f f e r e n t  choices about how to  use [ t h e i r  r e s o u rc e s ] . 
But th e re  i s  l i t t l e  choice to  make about th e  p ro v is io n  
o f  e s s e n t i a l  consumption. . . . There i s  a r e a l  choice 
t o  make only  about the use of the  su rp lu s .  The surp lus 
could be used to  provide a d d i t io n a l  (n o n essen tia l)  con
sumption f o r  some or a l l  the people; i t  could be used 
to  in v e s t  in  expanding the  p roductive  cap ac ity  o f  the  
economy; i t  could be used in  f ig h t in g  wars, in  b u ild in g  
p a laces  o r  churches; i t  could go unused i f  l e i s u r e  were 
s u b s t i t u t e d  v o lu n ta r i ly  o r in v o lu n ta r i ly  f o r  the  f u l l  
use o f  p ro d u c tiv e  capac ity .  In various p a r t s  o f the 
w orld , and in  va rious  h i s t o r i c a l  p e r io d s ,  d i f f e r e n t  
s o c i e t i e s  have been c h a rac te r ize d  by the d i f f e r e n t  
ways in  which they have used t h e i r  surplus.®

Thus, the  su rp lu s  concept i s  a lso  in s tru m e n ta l  in  

the  t y p i f i c a t i o n  of economic systems. H i s to r i c a l ly ,  t h i s

^Marvin H a r r i s ,  "The Economy Has No S u rp lu s? ,"  
American A n th ro p o lo g is t , LXI (A pril, 1959), 185.

^George W. Wilson, "An Essay on the H is to ry  of 
Economic Thought," in  C lass ics  of Economic Theory, ed. by 
George W. Wilson (Bloomington, Ind iana : Indiana  U nivers ity
P re ss ,  1964), pp. 9-36.

^W eisskopf, "The Problem of Surplus Absorption in  a 
C a p i t a l i s t  S o c ie ty ,"  p. 366.
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q u es tio n  of th e  form of the economic su rp lus has been c lo se ly  

r e l a t e d  to  d i s t r i b u t i v e  sh a res .  Thus, co n tro l  of the su r 

p lu s  in  fe u d a l  so c ie ty  i s  endowed in  th e  income of the  

r e n t i e r  as i n  e a r ly  c a p i ta l ism  such c o n tro l  r e s t s  in  the  

p r o f i t s  o f  c a p i t a l i s t s .  In a c o l l e c t iv iz e d  s o c ie ty ,  the  

su rp lu s  ta k e s  th e  form of a s o c ia l  fund to  be adm in istered  

by those who ho ld  power in  the  e x ta n t  i n s t i t u t i o n a l  configu

r a t i o n .  Of c o u rse ,  the  ex is te n ce  of such a s o c i a l  fund i s  

in  i t s e l f  n o t  s u f f i c i e n t  to  assu re  democratic so c ia l ism .

The fund may be ad m in is te red  by democratic or e l i t i s t  or 

t o t a l i t a r i a n  decision-m aking . Here again the neo-M arxist 

must look beyond th e  nominal form of the  su rp lu s  to  i t s  

a c tu a l  c o n tro l  and co n ten t.

Economic Surplus; Conceptually

The economic su rp lu s  concept to  be used h e re in  is  

very  n e a r ly  t h a t  o f  B aran 's  " p o te n t ia l  economic su rp lu s ."

In f a c t ,  i f  B a ra n 's  o r ig in a l  d e f in i t i o n  of p o t e n t i a l  economic 

su rp lu s  i s  tak e n  to  be h is  view, th e re  i s  no s ig n i f i c a n t  

d i f f e re n c e  in v o lv ed .

P o te n t i a l  economic su rp lus  [ i s ]  the d if fe re n c e  between 
the  o u tp u t  t h a t  could be produced in  a given n a tu ra l  and 
te c h n o lo g ic a l  environment w ith th e  help of employable 
p ro d u c tiv e  re s o u rc e s ,  and what might be regarded  as 
e s s e n t i a l  consumption.

This . . . r e f e r s  to  a d i f f e r e n t  q u a n ti ty  of output 
than what would re p re se n t  su rp lu s  value in  Marx's sense. 
On the  one hand, i t  excludes such elements of su rp lus 
as . . . e s s e n t i a l  consumption of c a p i t a l i s t s ,  . . . 
e s s e n t i a l  o u t la y s  on government a d m in is tra t io n  and the 
l ik e ;  on the  o th e r  hand, i t  comprises what is  not
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covered by the  concept of su rp lus  value — the output 
l o s t  in  view of underemployment o r  misemployment of 
p roductive  re s o u rc e s . ^

The s t i p u la t io n  t h a t  re fe ren c e  i s  made to  Baran 's 

o r ig in a l  d e f in i t i o n  i s  necessary  inasmuch as he s t r a y s  some

what in  th e  course of h is  argument, p a r t i c u l a r l y  in  the 

confusing d isc u ss io n  of productive,- unproductive , necessary , 

and unnecessary labo r. Thus, s c i e n t i s t s ,  p h y s ic ia n s ,  a r t i s t s ,  

and teachers  do "not f a l l  under [B aran 's] d e f in i t i o n  of 

unproductive la b o r ."  Yet, they are  supported from the 

economic s u rp lu s .  And t h i s  i s  supposed to  make sense because, 

as Marx s a id ,  "Labor may be necessary  w ithout being p roductive ."

Q uite  probably, the  su rp lus concept Baran has in mind 

i s  the  one found in  a l a t e r  work done in  c o l la b o ra t io n  w ith  

Paul Sweezy. There, economic su rp lus i s  given an in trod uc to ry  

" b r i e f e s t  p o ss ib le  d e f in i t io n  [as] th e  d if fe re n c e  between 

what a s o c ie ty  produces and the  c o s ts  of producing it."® I f  

t h i s  i s  th e  case , then some of the  se rv ic e s  o f s c i e n t i s t s ,  

a r t i s t s ,  p h y s ic ia n s ,  and teach e rs  would appear to  be costs 

o f  p ro d u c tio n . So a lso  would a p o r t io n  of government expen

d i tu r e s .  For a p o r t io n  of a l l  these  a c t i v i t i e s  i s  necessary 

fo r  the consumption of th e  popu la tion  and fo r  the  s t a t i c

7
Paul A. Baran, The P o l i t i c a l  Economy of Growth (New 

York: Monthly Review P re s s ,  1957), pp. 23 and 23n. ( I t a l i c s
in  o r ig in a l)

^I b i d . ,  p. 33.

9 Baran and Sweezy, Monopoly C a p i ta l , p. 9.
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reproduction  of the  p rod uctive  p la n t .  For example, a portion  

o f  education expend itu res  i s  necessary to  allow consumption at 

th e  s o c ia l ly  judged minimal le v e l  and to  reproduce the  worker, 

i . e . ,  h is  c h i ld re n ,  a t  h i s  le v e l  of s k i l l .  Of cou rse , a por

t io n  of ed u ca tio n a l  s e rv ic e s  i s  investm ent, i . e . ,  in tended to 

enhance p roductive  c a p a c i ty  ra th e r - th a n  to  merely reproduce 

i t .  And, o f course, investm ent i s  properly  considered  an 

element o f the economic su rp lu s .  S im ila rly  fo r  o th e r  expen

d i tu r e s ,  in c lud ing  those  fo r  h ea l th  se rv ice s  and road construc

t i o n ,  th e re  a r i s e s  a d i s t i n c t io n  between e s s e n t i a l  consumption 

and investment — not to  mention waste and n o n e sse n t ia l  

consumption, which a re  a ls o  to  be observed.

As has been s a id ,  the  economic su rp lus i s  defined  

h e re in  as the  d if f e re n c e  between p o te n t ia l  ou tpu t and e s s e n t ia l  

consumption ( r e a l  co s ts  o f p ro d u c t io n ) . P o te n t i a l  output 

inc ludes not only ou tpu t a c tu a l ly  a t ta in e d  but f e a s ib le  ou t

p u t  not a t ta in e d  due to  unemployment and excess c a p a c i ty .  

E s s e n t ia l  consumption in c lu d es  e s s e n t ia l  pe rsonal consumption 

and e s s e n t i a l  s o c ia l  consumption. E s se n t ia l  p e rso n a l  consump

t io n  i s  the  aggregate  q u a n t i ty  s u f f i c i e n t  to  p rov ide  the 

e n t i r e  popu la tion  w ith t h a t  le v e l  of consumption judged m ini

mally adequate by s o c ie ty .  E sse n tia l  s o c ia l  consumption in 

cludes two elem ents, s o c i a l  overhead and c a p i ta l  consumption. 

S o c ia l  overhead i s  t h a t  p o r t io n  of government expend itu res  

which i s  necessary  to  reproduce the e x is t in g  p roductive  

cap ac ity .  Since e s s e n t i a l  personal consumption i s  a cost of
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production , th i s  inc ludes those expenditu res which are 

necessary  p a r t s  of consumption or necessary  to consume essen 

t i a l  consumption. For example, the use and enjoyment of (not 

the  earn ing  of an income to  buy) th e  minimal lev e l  might 

presuppose a c e r ta in  ed uca tiona l  le v e l  o r a c e r ta in  road 

network. C ap ita l  consumption i s ,  o f  course , the " t r u e " r a te  

o f  wear and t e a r  of c a p i ta l  re so u rce s .  I t  i s  the amount of 

investment necessary  to  m aintain  the  e x is t in g  output cap ac ity .  

This inc ludes  elements o th e r  than p r iv a te  investm ent. Pub lic  

investment in  roads and the l ik e  which a re  necessary fo r  

production and which experience wear and t e a r  should a lso  be 

d ep rec ia ted . S im ila r ly ,  a p o rt io n  of ed uca tiona l expenses 

i s  fo r  the  replacement o f manpower a t  e x is t in g  s k i l l  l e v e ls .  

F in a l ly ,  some allowance must be made fo r  th e  so c ia l  co s t  o f 

n a tu ra l  resource  d ep le tio n .

Economic Surplus; Em pirically

E m pir ica lly ,  the  procedure follows in  a r e l a t i v e ly  

s tra ig h tfo rw a rd  fash ion  from the  concept. This i s  not to  

deny, of course, the f a m i l ia r  compromise between conceptual 

p re c is io n  and em pirica l p r a c t ic e .  This compromise i s  proba

b ly  somewhat more in  evidence than i s  usua l since the  da ta  

av a i la b le  a re  c a s t  in  ca teg o r ie s  no t  a l to g e th e r  commensurate 

with those  h e re in  in  qu es tio n . And, of course , c o l le c t io n  of 

primary d a ta  i s  not a re le v a n t  a l t e r n a t iv e .  Joseph P h i l l ip s  

s t r e s s e s  the  data  incom m ensurability problem e sp e c ia l ly  in
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re fe ren ce  to  the  n a t io n a l  income and product accounts 

c o l le c te d  by th e  O ffice  of Business Economics of the  U.S. 

Department of Commerce.  ̂° In t h i s  reg a rd , the  i n v i s i b i l i t y  

of s a le s  e f f o r t  ex pend itu res  and the u n r e l i a b i l i t y  o f depre

c ia t io n  f ig u re s  in  th ese  accounts are  o u ts tand ing  examples. 

The problem i s  c e r t a in ly  not absent in  d a ta  from o th e r  

sources . The p e rso n a l  consumption budget concept e v en tu a l ly  

adopted, prepared  by the  Bureau o f  Labor S t a t i s t i c s  o f  the 

U.S. Department o f Labor, c a s t  as i t  i s  in  terms of market 

p r ic e s  and income requ irem ents , inc ludes elements which are 

not considered ( e s s e n t ia l )  costs of p roduction . These e l e 

ments include  such th in g s  as p rop erty  incomes, government 

revenues, and s e l l i n g  c o s ts  which are embodied in  market 

p r ic e s  and must th e re fo re  be d e le te d .

I t  should be h e lp f u l  a t  t h i s  p o in t  to  compare the 

approach of th e  p re se n t  study w ith  t h a t  o f the  only o th e r  

work known to  t h i s  au tho r  which a ttem pts to  measure the  eco

nomic su rp lus  in  sy s tem atic  fash ion . That i s  the  work by 

P h i l l ip s  mentioned above. Conceptually , P h i l l ip s  i s  working 

on the base s e t  down by Baran and Sweezy in  the  t e x t  of 

Monopoly C a p i t a l . He thus  includes a l l  government expendi

tu re s  in  the economic su rp lu s  whereas in  the c u r re n t  study a 

p o r t io n  of th e se  expend itu res  i s  t r e a te d  as e s s e n t i a l  costs  

o f p roduction . P h i l l i p s  i s  unable to  in co rp o ra te  m eaningful

Joseph D. P h i l l i p s ,  "Estim ating the Economic 
S urp lus,"  in  i b i d . , appendix, p. 369.
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e s t im a te s  of two components o f Baran and Sweezy's economic 

s u rp lu s ,  a lthough some f ig u re s  a re  p resen ted  to  in d ic a te  

t h e i r  magnitude. One o f  th ese  i s  the lo s s  of output due to  

unemployment which i s  inc luded  in  the p resen t  study in  coup

l e t  w ith  excess c a p a c i ty .  The o th e r  i s  the  p e n e tra t io n  of 

th e  p ro d u c t iv e  process by the  s a le s  e f f o r t  in  such phenomena 

as planned obso lescence. No a ttem pt i s  m.ade to  in co rpo ra te  

t h i s  element i n to  the  p re s e n t  e s t im a te s .  Like the  p resen t  

s tu d y , P h i l l i p s  d e le g a te s  excess d e p re c ia t io n  charges and an 

a rra y  of commercial and i n s t i t u t i o n a l  co s ts  to  the  economic 

s u rp lu s .^  ^

The p r in c ip a l  p ro ced u ra l  d i f fe re n c e  between the 

p re s e n t  s tudy  and th a t  o f P h i l l i p s  stems from the  two s ides  

o f  measuring aggregate  economic a c t i v i t y .  P h i l l ip s  approaches 

e s t im a t io n  o f  the  su rp lu s  from th e  income s id e .  He t o t a l s  

p ro p e r ty  incomes, excess d e p re c ia t io n  charges, government 

e x p e n d i tu re s ,  and wastes in  th e  business  process to  a r r iv e  

d i r e c t l y  a t  an e s t im a te  of the  economic su rp lu s .  In the 

p re s e n t  s tu d y , the  approach i s  more c lo se ly  r e la te d  to  the 

o u tp u t  s id e  of the  led g e r .  E s s e n t ia l  consumption, both 

p e rso n a l  and s o c i a l ,  i s  e s t im a te d  as th e  f i r s t  s te p .  Then, 

a f t e r  e s t im a t in g  p o t e n t i a l  o u tp u t ,  e s s e n t i a l  consumption i s  

s u b t r a c te d  therefrom  to  a r r iv e  a t  an e s t im a te  of the economic 

s u rp lu s .  And, most im portan t o f  a l l ,  p roperty  incomes and 

government revenues are  t r e a te d  as t r a n s f e r  payments in  the

^ ^ I b i d . , pp. 370-384.
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p re se n t  s tudy . This i n  e f f e c t  means th a t  they are  e lim ina ted  

from both  p o t e n t i a l  o u tp u t  and e s s e n t i a l  consumption p r i o r  

to  the  c a lc u la t io n  of th e  su rp lu s .



CHAPTER I I

DEFINITION OF PERSONAL ESSENTIAL CONSUMPTION

In a ttem p ting  to  measure e s s e n t i a l  consumption, one is  

faced  w ith  a f a m i l ia r  problem d u a l .  On the one hand, th e re  

i s  th e  d i f f i c u l t y  o f exp ress in g  th e  concept in  a t h e o r e t i c a l ly  

m eaningful manner. On the  o th e r  hand, th e re  l i e s  the  i n e v i 

t a b le  compromise between t h e o r e t i c a l  substance and e m p ir ica l  

( e s p e c ia l ly  q u a n t i t a t iv e )  subs tan ce . In t h i s  chap ter  and th e  

n e x t ,  the  e s s e n t i a l  consumption concept i s  d e rived  and given 

q u a n t i f i a b l e  exp ress ion . In  Chapters IV and V, s e r i a l  s t a 

t i s t i c s  a re  p re sen te d  e s t im a t in g  th e  magnitude of e s s e n t i a l  

consumption f o r  th e  p e riod  1929 to  1970.

Conceptual Budgets 

Subs is tence  Minimum 

■ There are a v a r i e ty  of concepts vmich come to  mind in  

a s s o c ia t io n  w ith  the  term (personal) e s s e n t i a l  consumption. 

Probably th e  most common i s  t h a t  o f  the  su b s is te n c e  minimum 

which permeates a l l  of c l a s s i c a l  economics. The su b s is te n c e  

minimum in  c l a s s i c a l  economic sc ien ce  i s  the  "n a tu ra l"  or 

long-run  normal p r i c e  (or wage) f o r  lab o r  under com petitive  

c o n d it io n s .  In a famous passage , Ricardo shows the  s o c ia l  

co n te n t  o f  th e  concept by d e f in in g  i t  as

14
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. . . t h a t  p r ic e  which i s  necessary  to  enable th e  
labou re rs  . . .  to  s u b s is t  and to  p e rp e tu a te  t h e i r  
r a c e ,  w ith o u t e i t h e r  in c re a se  or d im inution .^

S im ila r ly ,  Marx spoke of su b s is ten c e  as the "value  o f  labour

power" which i s  the

. . . lab o u r- t im e  necessary  fo r  th e  p roduction  
and . . . rep rod uc tion  [of a given labour-power 
which has] . . .  a d e f i n i t e  q u a n ti ty  of th e  average 
labour o f  so c ie ty  in co rp o ra ted  in  i t .  Labour-power 
e x is t s  on ly  as a c a p a c i ty ,  o r power o f th e  l iv in g  
in d iv id u a l .  I t s  p roduction  . . . presupposes h i s  
e x is te n c e .  [Hence,] the  p roduction  of labour-power 
c o n s is ts  in  [the] rep roduc tion  . . .  or maintenance 
[of the in d iv id u a l  l a b o r e r ] . For h i s  m aintenance 
he re q u i re s  a given q u a n ti ty  of th e  means of 
su b s is ten c e  . . . the  value o f  labour-power i s  the  
value o f  th e  means necessary  fo r  th e  maintenance of 
the  lab o re r .^

The su b s is te n c e  minimum wage i s  then t h a t  wage which w i l l  

j u s t  allow o r  induce the  la b o re r  to  m ain ta in  h im se lf  and h is  

fam ily . I f  th e  a c tu a l  wage i s  s u f f i c i e n t l y  below t h i s  m ini

mum, the  worker and h i s  fam ily  may s ta r v e  and become suscep t

i b l e  to  d is e a s e .  Short o f  t h i s ,  the  wage may be i n s u f f i c i e n t  

to  allow the  worker to  marry and reproduce h im se lf .  This, 

of course , im p lie s  a d i s t i n c t i o n  between a wage a llow ing 

only  p h y s io lo g ic a l  e x is te n c e  and a wage p rov id ing  induce

ment to  p ro c re a te .

David R icardo , " P r in c ip le s  o f  P o l i t i c a l  Economy and 
T axation ,"  in  C la s s ic s  of Economic Theory, ed. by George W. 
Wilson (Bloomington: Ind iana  U n ive rs i ty  P re s s ,  1964), p. 275.

2
Karl Marx, C a p ita l :  A C r i t iq u e  o f  P o l i t i c a l  Economy, 

Vol. I  (New York: I n te r n a t io n a l  P u b l ish e rs ,  1967),
pp. 170-171.
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This d i s t i n c t i o n  r e s t s  wholly on the  r e l a t i v i t y  of the 

su b s is ten ce  minimum. As Ricardo observes, the  necessa ry  sub

s i s te n c e  minimum inc lud es  " those  comforts which custom ren- 

e rs  abso lu te  n e c e s s a r ie s ,"  i . e . ,  " the  n a tu ra l  r a t e  o f  wages" 

a f fo rd s  "moderate com forts . "  ̂ And, says Ricardo:

I t  i s  no t to  be understood th a t  the  n a tu r a l  p r i c e  of 
lab ou r ,  e s t im a ted  even in  food and n e c e ssa r ie s  i s  
ab so lu te ly  f ix ed  and c o n s ta n t .  I t  v a r ie s  a t  d i f f e r 
e n t  times in  the  same coun try , and very m a te r ia l ly  
d i f f e r s  in  d i f f e r e n t  c o u n tr ie s .  I t  e s s e n t i a l l y  
depends on the  h a b i ts  and customs of the  people .

Marx i s  even more e x p l i c i t ,

. . . th e  number and e x te n t  of [the l a b o r e r 's ]  so -c a l le d  
necessary  w ants, as a lso  th e  modes of s a t i s f y in g  them, 
a re  themselves the  p roduct of h i s t o r i c a l  development, 
and depend th e re fo re  to  a g re a t  e x te n t  on th e  degree of 
c i v i l i s a t i o n  o f  a coun try , more p a r t i c u l a r l y  on the  con
d i t io n s  under which, and consequently on th e  h a b i t s  and 
degree o f  comfort in  which, the  c la s s  of f r e e  laboure rs  
has been formed. [Contrary] to  the  case of o th e r  
commodities, th e re  e n te rs  in to  the  d e te rm ina tion  of the 
value  o f labour-power a h i s t o r i c a l  and moral element. ^

Thus, in  the  words o f Baran, th e

. . . wants of people a re  complex h i s t o r i c a l  phenomena 
r e f l e c t i n g  the  d i a l e c t i c  in te r a c t io n  o f t h e i r  physio 
lo g ic a l  requ irem ents on th e  one hand, and the  p r e v a i l 
ing s o c ia l  and economic o rd er  on the  other.®

^Ricardo, " P r in c ip le s  of P o l i t i c a l  Economy and 
T axation ,"  p . 276.

^I b i d . , p. 277.

^Marx, C a p i t a l , Vol. I ,  p. 171.

^Paul A. Baran, The P o l i t i c a l  Economy of Growth 
{New York: Monthly Review P re ss ,  1957, 1968), p . x v i .
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Yet, i t  should  be noted t h a t  t h i s  h i s t o r i c a l  and 

c u l t u r a l  r e l a t i v i t y  o f  the  su b s is te n c e  minimum need no t rob 

th e  concept o f su b s tan ce . As bo th  Karx and Baran a re  quick 

to  p o in t  o u t ,  d e s p i te  t h i s  lack  o f  tem poral or s p a t i a l  

f i x i t y ,

. . .  in  a given co un try , a t  a given p e rio d , the  average 
q u a n ti ty  o f  the  means of su b s is te n c e  necessary  fo r  the 
labo u re r  i s  p r a c t i c a l l y  known.’

And, whether l iv in g  s tandards  a re  in  g en e ra l  low o r  h igh , i t

i s  p o ss ib le  to  make

. . .  a judgment on the  amount and composition of r e a l  
income n ecessa ry  fo r  what i s  s o c i a l l y  considered  to  be 
[a] decent l ive lihood .®

Other Minimum Consumption Concepts

Other concepts o f  minimum consumption s tan d ard s  or 

l e v e ls ,*  such as  th o se  d e f in in g  minimum q u a n t i t i e s  fo r  e f f i 

c iency  o r  fo r  h e a l th  and decency o r  th o se  d e f in in g  the  pov

e r ty  l i n e ,  e i t h e r  add no th ing  to  th e  c l a s s i c a l  su b s is ten c e

^Marx, C a p i t a l , Vol. I ,  p . 171.

g
Baran, The P o l i t i c a l  Economy of Growth, p. 30.

9
I t  i s  convenien t to  no te  here  th e  d i s t i n c t io n  

between a "s tandard"  and a " l e v e l . "  The le v e l  (or p lane  or 
sca le )  r e l a t e s  to  an a c tu a l  q u a n ti ty  o f  consumption o r some 
o th e r  e n t i t y .  The s tandard  r e l a t e s  to  a norm o r  a b s t r a c t  
q u a n t i ty ,  whether e m p ir ic a l ly  o r i d e a l ly  d e rived . See L. L. 
Bernard, "Standards and Planes o f  L iv in g ,"  S oc ia l F o rc e s , 
VII (1928-1929), l l S f f ,  o r  J .  S. Davis, "Standards and 
Content o f  L iv ing ,"  American Economic Review, XXXV (March, 
1945) , 2-3 and 7-8.
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standard  f o r  p re s e n t  purposes o r  a re  sp ec ia l  cases  th e re o f  

in  th e  b road, r e l a t i v e  i n t e r p r e t a t i o n  accepted h e re in .  An 

e f f ic ie n c y  s tandard  r e p re s e n ts  a q u a n t i ty  of consumption 

th a t  a fam ily  group must have i f  i t s  members a re  to  function  

as p ro duc tiv e  and u s e fu l  members o f  s o c i e t y . T h e  appeal 

o f  such a s tan d a rd  i s  th e  presum ption th a t  i t  can be s e t  by 

o b je c t iv e ,  "hard" s c i e n t i f i c  judgment ra th e r  than  by s o c ia l  

o r  e th i c a l  v a lu es .  “  A s tro n g  case  can be made f o r  such a 

stan dard  v i s - a - v i s  underdeveloped co un tr ies  s in c e  la rg e  seg

ments o f  th e  populace i n  such c o u n tr ie s  hover around p hy sica l  

su b s is ten c e  l e v e l s . H o w e v e r ,  such a s tandard  in  t h i s  case 

i s  a s p e c ia l  case  o f  th e  c l a s s i c a l  su bs is tence  s tand ard .

The "degree o f  c i v i l i z a t i o n "  (read  economic p rogress)  i s  

simply no t h igh enough to  support s i g n i f i c a n t  r e l a t i v e  or 

p sy cho log ica l f a c to r s  f o r  more than  a small f r a c t io n  of the  

p o p u la tio n . Moreover, such a s ta n d a rd  n eg lec ts  a high degree 

of i n t e r a c t io n  between th e  s ta n d a rd  o f  consumption and the  

n a tu re  of th e  e f f i c ie n c y  in  q u e s t io n .  That i s ,  th e  question  

" E f f i c ie n t  f o r  what?" i s  in  p a r t  determined by th e  s tandard

Hugo E. P ip p in g ,  S tandard of Living: The Concept 
and I t s  P lace  in  Economics (H e ls in g fo rs ,  F inland: Soc ie tas
Scientarium  F en n ica , 1953) , pp. 1 2 6 ff .

^^Richard L. M eier, Science and Economic Development: 
New P a t te rn s  o f Living (2nd ed. ; Cambridge, Mass.: MIT P re ss ,
1956), p. 162.

12 See fo r  example M e ie r 's  argument, i b i d . , pp. 156-176.



19
or l e v e l  o f  consumption.^^ F u r th e r ,  r e l a t i v e  c o n s id e ra tio n s  

in e v i t a b ly  e n te r  th e  p ic tu r e  to  some degree as when e f f ic ie n c y  

i s  lowered by a f e e l in g  on the  p a r t  of workers t h a t  t h e i r  

to o ls  o r  consumption le v e ls  a re  i n f e r i o r  to  those  e lsew here .

Consumption s tandards  p e r ta in in g  to  the  minimum 

consumption l e v e l  necessa ry  to  m ain ta in  a fam ily  in  "h ea l th  

and decency" p o ssess  even l e s s  c la im  to  conceptual s e p a r a b i l i t y .  

Begging th e  q u e s t io n  as to  the  p o s s i b i l i t y  o f  s e t t i n g  n o n re la 

t i v e  s ta n d a rd s  fo r  h e a l th ,  th e re  seems to  be l i t t l e  doubt 

t h a t  "decency" i s  a thoroughly  r e l a t i v e  concept, imbedded as 

i t  must be in  th e  moral s e n s i b i l i t i e s  of s o c ie ty .  And, given 

t h i s  r e l a t i v i t y ,  t h e r e  remains no ground upon which to  demand 

concep tua l d i s t i n c t i o n  from the  c l a s s i c a l  s tand ard  as i n t e r 

p re te d  h e re in .

Most o f  th e  comments made concerning the  above two 

s ta n d a rd s  apply w ith  equal fo rce  to  s tan dards  d e f in in g  the  

"poverty  l i n e . "  From the  ongoing debate  concerning r e l a t i v e  

and a b so lu te  p o v e r ty ,  i t  seems c l e a r  t h a t  r e l a t i v e  poverty  

i s  simply more r e l a t i v e  than a b so lu te  pov erty , the  l a t t e r  be

ing r e l a t i v e  to  some degree . E th ic a l  and s o c ia l  judgments 

concern ing  th e  r e l a t i o n  o f the  in d iv id u a l  to  so c ie ty  and v ice  

ve rsa  remain a l a r g e  element in  de term in ing  what poverty  i s .  

S t i l l ,  p r e s e n t  purposes a s id e ,  th e r e  i s  some j u s t i f i c a t i o n

^^P ipp ing , Standard o f L iv in g , pp. 127-128.

^^Thomas Nixon C arver, P r in c ip le s  of N ational Economy 
(Boston: Ginn and Co., 1921), p. 579.



20
fo r  s e p a ra t in g  th e  poverty  s tan d a rd  from th e  c l a s s i c a l  

su b s is ten c e  s tan d a rd .  The former r e l a t e s  mainly t o  those  

employed o r  lowly employed and the  l a t t e r  to  those  norm ally 

o r  averagely  employed. Hence, fo r  many purposes such as 

d e a l in g  with the  s o c ia l  problem o f  the  lowly o r nonemployable, 

the  poverty  s tandard  has re le v a n c e ;  P resen t purposes 

considered , however, the  poverty  s tandard  has l i t t l e  to  o f f e r .

F in a l ly ,  no sy s te m a tic  trea tm en t o f s o - c a l l e d  "main

tenance" s tan dard s  i s  necessa ry . Such s tand ards  obviously  

beg th e  question  "What i s  to  be m aintained?" To answer the 

q u e s t io n  w ith substance  i s  to  rep ly  s u b s is te n c e ,  e f f i c i e n c y ,  

h e a l th  and decency, o r  k indred  concepts .

E m pirica l Budgets

In v e s t ig a t io n s  aimed a t  e s ta b l i s h in g  minimum necessary  

q u a n t i ty  o r c o s t  budgets have p rogressed  in  r e l a t i o n  to  eco

nomic development. Helen Lamale no tes  t h a t  b e fo re  1850, th e re  

was l i t t l e  o r  no i n t e r e s t  in  measuring income adequacy o r  in  

the  budgets necessary  to  de term ine such a d e q u a c y . I n  the

Helen H. Lamale, "Changes in  Concepts of Income Ade
quacy Over th e  Last C entury ,"  American Economic Review/Supple
ment, XLVII (Hay, 1958), 292. The re sea rch  on the  C ontinen t 
by F red er ick  Le Play and E. Ducpetiaux, and t h e i r  s tu d e n t  
E rns t  Engel, i s  no doubt to  be excepted from Ms. Lamale' s 
survey . See U. S. ,  Department of Labor, Bureau o f Labor S ta 
t i s t i c s ,  Workers' Budgets in  th e  U.S. ;  City Fam ilies and 
S ing le  Persons , 1946 and 1947, "Family Budgets: A H i s to r i c a l
Survey," by Dorothy S. Brady, B u l le t in  927 (Washington, D.C.: 
Government P r in t in g  O ff ice , 1948) , pp. 41-42.
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fo r ty  y ears  a f t e r  1860, i n t e r e s t  in  budget s tandards  arose  

and emphasized p h y s ic a l  su b s is ten c e  minimums. These budgets 

were based on consumer surveys of fa m il ie s  w ith  minimum 

incomes.

By th e  tu rn  of th e  cen tu ry ,  two in f lu en ces  had devel

oped upon budget s tu d ie s .  F i r s t ,  s c i e n t i f i c  knowledge had 

p rog ressed  s u f f i c i e n t l y  to  a llow  s t i p u la t io n  of minimum nec

e ssa ry  q u a n t i t i e s  fo r  food and l a t e r  f o r  housing. The i n i 

t i a l  impact o f  t h i s  f a c to r  was th e  s h i f t  to  s o -c a l le d  " id ea l"  

budget s ta n d a rd s  which were s e t  w ithout recourse  to  a c tu a l  

consumer exp en d itu re  su rveys. In  such b udge ts , the  i n te n t  

was to  determ ine  minimum consumption l e v e ls  on pu re ly  "hard" 

s c i e n t i f i c  fundam entals. With the  g en era l  growth of w ealth  

in  th e  United S t a te s ,  however, a second in f lu en ce  developed: 

th e  e x p l i c i t  in c lu s io n  o f a s o c ia l  o r  p sycho log ica l  f a c to r  

in  minimum budg e ts .  Thus, in  the  th re e  decades p r io r  to  the  

Great D epression , th e re  were developed numerous budgets 

designed to  q u a n t i fy  "h e a l th  and decency," " f a i r  American," 

o r  "minimum comfort" budge ts . “  A fte r  a minor se tback  in  

th e  D epression , t h i s  " so c ia l"  conception o f budgets gained 

and has h e ld  f u l l  sway. The fu s ion  of th e  " id ea l"  o r

For surveys, see N a tiona l I n d u s t r i a l  Conference 
Board, Family Budgets of American Wage-Earners: A C r i t i c a l  
A n a ly s is , Research Report No. 21 (New York: The Century
Co., 1921), pp. 1-50. Bureau o f  Applied Economics, I n c . ,  
S tandards of L iv ing : A Compilation of Budget S tu d ie s , r e -  
v ised  e d i t i o n .  B u l le t in  No'. 7 (Washington, D.C. ,  1921) . 
Hans St.aehle, "Annual Survey o f S t a t i s t i c a l  In form ation: 
Family B udgets,"  Econom etrica, I I  and I I I  (October, 1934, 
and January , 1935), 349-362 and 106-118, r e s p e c t iv e ly .
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s c i e n t i f i c  s tan d a rd s  and th e  em pirica l consumer expenditure  

surveys has been th e  common methodology in  the  post-World 

War I I  p e r io d .^  ^

G enera lly , th e se  e m p ir ic a l  s tu d ie s ,  which s e t  out to  

p rov ide  q u a n t i ty  and /o r  c o s t  budge ts , do n o t  in te n d  to  c o r re 

spond with th e  conceptual s tandards, d iscussed  above. The 

em p ir ica l  budgets a re  f r e q u e n t ly  m otivated  by a p a r t i c u l a r  

s o c i a l  o r  p o l i t i c a l  purpose r a t h e r  than  by t h e o r e t i c a l  c u r i 

o s i t y .  Q u a n t i ta t iv e  budget types have been w idely used in  

measuring c o s ts  o f  l iv in g  and i t s  changes and in  a id ing  in  

th e  d e te rm in a tio n  of wage and w e lfa re  l e v e l s .  The budgets 

reviewed below a re  l im i te d  to  th ose  of th e  United S ta te s  a f 

t e r  1929.^® F u r th e r ,  the  d isc u ss io n  he re  i s  l im i te d  to  d e f i 

n i t i o n  o f  th e  s tan d a rd  o f  consumption c o n ten ts  o f  these  

budgets . S e r i a l  d a ta  on q u a n t i t i e s  and c o s ts  a re  p resen ted  

as needed in  Chapter IV.

WPA Maintenance Budget

The Works P rogress  A d m in is t r a t io n 's  "maintenance" 

budget i s  f o r  an " u n s k i l le d  manual w orker 's"  fam ily  c o n s is t in g

17This b r i e f  h i s t o r i c a l  d isc u ss io n  r e l i e s  in  the  main 
upon th e  re fe re n c e s  l i s t e d  in  Footnote 15, t h i s  ch ap te r .

18For a d e ta i l e d  summary of s e v e ra l  nationwide and 
lo c a l  s tu d ie s  in  the  1900-1929 p e rio d ,  see  the  N ational 
I n d u s t r i a l  Conference B oard 's  Research Report c i t e d  in  Foot
no te  16, t h i s  c h a p te r .  The survey by S ta e h le ,  c i t e d  in  the  
same fo o tn o te ,  con ta in s  a number o f budget s tu d ie s  for 
c o u n tr ie s  o th e r  than the U.S.
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of th e  husband, w ife ,  a son age t h i r t e e n ,  and a daughter age 

e i g h t . T h i s  budget "p rov ides  n o t  only fo r  phys ica l  needs 

b u t  a lso  g ives some c o n s id e ra t io n  to  psycho log ical v a lu e s ."  

The budget p rov ides fo r  an "adequate  d i e t  a t  minimum c o s t ,"  

as defined  by th e  Bureau o f  Home Economics, and a fo u r -  or 

five-room  house o r  apartm ent in  " a t  l e a s t  a f a i r  s t a t e  o f 

r e p a i r  [with a p r iv a te ]  in d o o r  b a th  and t o i l e t . "  C lo th ing  

and household fu rn ish in g s  a re  provided "with some reg a rd  fo r  

s o c ia l  as w e ll  as m a te r ia l  needs ."  Numerous m iscellaneous 

expenses such as c a r f a r e ,  "sim ple  l e i s u r e  time a c t i v i t i e s , "  

g a s ,  i c e ,  e l e c t r i c i t y ,  and a d a i ly  newspaper are in c luded  

in  th e  budget. The budget i s  d e sc r ib e d  as being n o t  so l i b 

e r a l  as a " h e a l th  and decency" budget, bu t p rovid ing  more 

than  a "minimum o f  su b s is ten c e"  l i v i n g .  F u rther , i t  i s  sa id  

t h a t  the  maintenance budget does n o t  approach "a s a t i s f a c to r y  

American s tan d ard  o f  l iv in g "  i n  t h a t  such a s tandard  would 

in c lu d e  "an autom obile , b e t t e r  housing and equipment, a more 

v a r ie d  d i e t ,  and p re v e n t iv e  m edical care  [as well as] 

p ro v is io n  . . . f o r  fu tu re  edu ca tion  o f  c h ild ren  and fo r  

economic s e c u r i ty  through sav ing .

19U .S .,  Works P ro g ress  A d m in is tra t io n , D ivision  of 
S o c ia l  Research, I n t e r c i t y  D iffe rences  in  Costs of L iving in  
March, 1935, 59 C i t i e s  (Washington, D.C.: Government P r in t in g
O ff ic e ,  1937), p. x i i i .  The budget i s  given in  d e t a i l  in  U.S. ,  
Works Progress A d m in is tra t io n ,  D iv is ion  o f  Social Research, 
Q uantity  Budgets fo r  Basic Maintenance and Emergency Standards 
o f L iv in g , by Margaret L. S ta c k e r ,  Research B u l le t in  Series  I ,  
No. 21 (Washington, D.C.: Governm.ent P r in t in g  O ff ice ,  1936).

20 U. S. ,  Works P rog ress  A d m in is tra t ion , D ivision  of 
S o c ia l  Research, I n t e r c i t y  D iffe ren ces  in  Costs of L iv in g , 
pp. x i i i - x i v .
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BLS C ity  Workers' Family Budget

The lo n g e s t  s e r i a l l y  running budget i s  the  C ity  

Workers' Family Budget (CWFB) prepared by the  Bureau of Labor 

S t a t i s t i c s  fo r  a c i t y  w o rk e r 's  family o f  four (husband, age 

t h i r t y - e i g h t ;  w ife ,  age t h i r t y - s i x ;  son, age t h i r t e e n ;  and 

daugh te r , age e i g h t ) . .  The o r ig in a l  CWFB fo r  1946-1947 i s  

d e sc r ib e d  as b e in g  n e i t h e r  a "subs is tence"  nor a " luxury" 

budget, bu t  a "modest b u t  adequate" one. I t  was designed  to  

e s t im a te

. . . th e  d o l l a r  c o s t  re q u ire d  to  m ain tain  [the 
s p e c i f ie d ]  fam ily  a t  a l e v e l  of adequate l iv in g  — to  
s a t i s f y  p r e v a i l in g  s tan dards  of what i s  necessary  fo r  
h e a l th ,  e f f i c i e n c y ,  the  n u r tu re  o f c h i ld re n ,  and fo r  
p a r t i c i p a t i o n  in  community a c t i v i t i e s . ^ ^

The budget r e p re s e n ts  s c i e n t i f i c  s tandards  of adequacy in  

a reas  such as food, housing , and medical c a re ,  modified 

w ith in  a cc e p ta b le  adequate  ranges by a c tu a l  consumer expen

d i t u r e s .  The budget was prepared  w ith  the  a s s i s ta n c e  of the  

Bureau o f  Human N u t r i t i o n  and Horae Economics o f  the  U.S. 

Department of A g r ic u l tu re  and the  Bureau of Research and 

S t a t i s t i c s  o f th e  S o c ia l  S ecu ri ty  A dm in is tra t ion , accord ing  

to  s tandards  s e t  by th e  N ationa l Research C o u n c il 's  Food and 

N u t r i t io n  Board, th e  American Pub lic  H ealth  A s s o c ia t io n 's  

Committee on th e  Hygiene of Housing, and the  Federa l P ub lic  

Housing A d m in is tra t io n .  Data on consumer expend itu res

21U. S. ,  Department o f  Labor, Bureau o f  Labor S t a t i s t i c s ,  
Workers' Budgets in  the  U.S.; . . . , 1946 and 1947, p . 3.
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c o l le c te d  in  th e  pe riod  1929-1941 and checked in  1944 were 

used to  determ ine the  c o n ten t  of the  budget w ith in  the 

accep ted  range.

The Bureau o f  Labor S t a t i s t i c s  d iscon tinu ed  p r ic in g  

th e  o r ig in a l  CWFB in October, 195i, s in ce  the  q u a n t i t i e s  and 

q u a l i t i e s  o f goods and s e rv ic e s  th e re in  were based on s t a n 

dards p r e v a i l in g  p r io r  to  1941. An in te r im  CWFB was 

p ub lished  in  1960 which re v is e d  the  con ten t o f  the  o r ig in a l  

budget to  r e f l e c t  the  le v e l  o f  l iv in g  p re v a le n t  in  the  1950s. 

The in te r im  budget d id  n o t involve  a re v is io n  o f  the  modest 

b u t  adequate concept nor of the  ty pe , s i z e ,  o r  composition 

o f  th e  r e p re s e n ta t iv e  fam ily . The same agencies as be fo re  

adv ised  as t o  th e  s c i e n t i f i c  s tandards fo r  food and housing, 

and th e  method fo r  choosing s p e c i f ie d  goods meeting these  

s tand ards  remained t h a t  of surveying a c tu a l  consumer expen

d i tu r e s .  And, as b e fo re ,  th ese  expenditu re  p a t t e r n s  were 

used to  determ ine q u a n t i t ie s  where s c i e n t i f i c  s tandards  were 

n o t  a v a i la b le .  The primary consumer expend itu re  d a ta  used 

were t h a t  of th e  1950 Bureau of Labor S t a t i s t i c s  s tudy . The 

BLS es tim a ted  t h a t  o f  th e  40 p e rcen t  in c re a se  in  th e  c o s t  o f  

th e  budget between 1951 and 1959, more than h a l f  r e f l e c t e d  

r i s i n g  l iv in g  s ta n d a rd s ,  the  r e s t  being due to  r i s i n g  p r ic e s .* ^

22 I b i d . , pp. 1, 3, 4, 9, and passim.

23Helen H. Lamale and Margaret S. S to tz ,  "The In te r im  
C ity  Workers' Family Budget," Monthly Labor Review, LXXXIII 
(August, 1960) , 785-791.
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A more complete r e v i s io n  o f  th e  CWFB was published  in  

1967. Again, no change was made in  th e  b a s ic  "modest but 

adequate" concept, in  the  r e p re s e n ta t iv e  family composition, 

nor in  the  method of combining s c i e n t i f i c  s tandards  and con

sumer expend itu re  p a t t e r n s .  The re v is e d  budget was meant 

t o  r e f l e c t  norms of l iv in g  e x ta n t  in th e  1960s, «nd expendi

tu r e  s tu d ie s  o f  1961-1962 were used. One change in  format 

was the. in c lu s io n  of sm all towns, apparen tly  those  ad jacen t 

to  the  t h i r t y - n i n e  major m etro p o li tan  a re a s .  This being the  

c a se ,  no s u b s ta n t ia l  in c o n s is te n cy  w ith  e a r l i e r  budgets i s  

expected s in ce  th e  e a r l i e r  budgets included  suburban a reas .  

Other changes r e f l e c t  r i s i n g  l iv in g  s ta n d a rd s .  Homeowner 

c o s ts  such as mortgage p r in c ip a l  and i n t e r e s t  payments, 

in su ran ce , ta x e s ,  and maintenance co s ts  were added. A 

h ig her  percen tage  of fa m il ie s  was assumed to  own au tom obiles , 

more meals away from home were in c luded , and meals a t  home 

were based e n t i r e l y  on th e  U.S. Department o f  A g ricu l tu re  

adequate d i e t  a t  moderate c o s t  p lan  r a t h e r  than an average 

o f  the  low and moderate c o s t  p lan s  as in  the p a s t .  No e s t i 

mate of th e  percen tage  o f  the  t o t a l  c o s t  in c rease  due to  

h igh er  l iv in g  s tandards i s  g i v e n . S i n c e  1967, th e  CWFB has 

been p r ice d  a t  th re e  le v e ls  w ith  the  in te rm e d ia te  le v e l  cor

responding to  the  "modest bu t adequate" concept.^^

^ ^P h y ll is  Groom, "A New C ity  Workers' Family Budget," 
i b i d . , XC (November, 1967), 1-8.

25Jean C. B ra c k e tt ,  "New BLS Budgets Provide Y ardsticks 
fo r  Measuring Family Living C o s ts ,"  i b i d . , XCII (A pril ,  1969), 
3, 5, and 7.
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S o c ia l  S e c u r i ty  A dm in is tra t io n  Near- 

Poverty  Line Budget

Of r e l a t i v e l y  r e c e n t  o r ig in  a re  th e  poverty  l in e  

budgets assembled by the  S o c ia l  S e c u ri ty  A d m in is tra t io n 's  

D iv is ion  o f  Research and S t a t i s t i c s .  Of i n t e r e s t  he re  i s  

the  "near-poverty"  budget which i s  based upon the United 

S ta te s  Department o f  A g r ic u l tu r e 's  adequate d i e t  a t  minimum 

co s t  " low -cost"  p lan  r a t h e r  than th e  "poverty budget" based 

upon the  USDA's "economy" food p la n .  The l a t t e r  i s  75 p e r

cen t  to  80 p e rc e n t  o f  th e  b a s ic  low -cost p la n .  The method 

used by Ms. Orshansky in  d e r iv in g  th e  poverty  l in e  i s  to 

e s t im a te  from consumer surveys the  p ro p o r t io n  of income go

ing  t o  food, then to  use t h i s  p ro p o r t io n  and th e  c o s t  of 

th e  low -cos t food budget to  e s t im a te  the  t o t a l  budget nec

e s sa ry  fo r  fa m il ie s  o f  v a r io u s  s iz e s  and compositions.^®

The p ro v is io n s  o f  t h i s  budget a re  r a th e r  s t r i n g e n t .  

The s k i l l  a t  household management re q u ire d  to  s t r e t c h  the  

budget to  a t t a i n  th e  adequate food seems to  be e x tra o rd in a ry ,  

At th e  low -cos t l e v e l ,  90 cen ts  p er  day per  person in  1963 

p r ic e s  i s  allowed fo r  food. There i s  no p ro v is io n  in  the  

budget fo r  meals away from home nor even m ilk or c o ffe e  to  

supplement a brown-bag lunch.^ ’’

2 6M ollie  Orshansky, "Counting the  Poor: Another Look 
a t  th e  Poverty  P r o f i l e , "  S oc ia l  S ecu ri ty  B u l l e t in , XXVIII (Janu
a ry ,  1965), 5-6 and 7-9. See a lso  o th e r  re fe ren c es  to  
Ms. O rshansky 's  work l i s t e d  in  the  b ib lio g rap h y .

27Orshansky, "Counting the  P o o r ," 10-11.
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Although th e  S o c ia l  S ecu ri ty  A dm in is tra t io n  budget 

shares some c h a r a c t e r i s t i c s  w ith  the  Bureau o f  Labor S t a t i s t i c s  

budget, most no tab ly  the  m ethodological fu s io n  o f  s c i e n t i f i c  

and s o c ia l  judgment, i t  i s  c le a r ly  l e s s  s u i t e d  than  the  l a t t e r  

fo r  p re s e n t  pu rposes . P r im a r i ly ,  t h i s  i s  due to  th e  conceptual 

d i f f e re n c e  invo lved , a lthough th e  wider scope of d a ta  c o l l e c 

t io n  by th e  BLS i s  a l s o  a compelling f a c to r .  The SSA budget 

does n o t  r e f l e c t  s o c i a l  judgment as to  what i s  "normal" or 

" s ta n d a rd ."  I t  i s  a minimum fo r  a b e r ran t  p eop le , n o t  fo r  the  

mainstream even o f  manual l a b o r 's  s o c ie ty .  I t  i s  fo r  the  

lu m p e n p ro le ta r ia t  pe rh ap s , b u t  n o t  f o r  th e  p r o l e t a r i a t .  I t  

i s  a s top  gap budget t o  provide  enough in  th e  s h o r t  run to  

enable a long-run  answer to  be developed f o r  a p re s s in g  s o c ia l  

problem. I t  cannot be accepted as th e  e s s e n t i a l  s tan d ard  of 

consumption f o r  a n a t io n  so opu len t as th e  United S ta te s .

S e le c t io n  o f  the  BLS Budget

The Bureau o f  Labor S t a t i s t i c s  C ity  Workers' Family 

Budget, i . e . ,  th e  "modest b u t  adequate" s tan d a rd  o f  l iv in g  

budget, i s  th e  budget concept to  be used f o r  p e rso n a l  essen

t i a l  consumption. Aside from th e  convenience element 

involved in  i t s  a v a i l a b i l i t y  and i t s  m ethodological scope, 

t h i s  budget seems to  r e f l e c t  the  s p i r i t  o f  th e  su b s is ten c e  

minimum as d e f in ed  in  the  w r i t in g s  o f  R icardo , Marx, and 

Baran, i f  allowance i s  made fo r  th e  degree o f  c i v i l i z a t i o n  

of the  United S ta te s .  P rov is ion  fo r  an adequate s tan d ard  of
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l iv in g  seems rea so n ab le  in  l i g h t  o f the  wealth  of th e  United 

S ta te s .  The budget meets the  t e s t  o f o b je c t iv i ty  in  both  

th e  aspec ts  o f the  BLS methodolgy. On the  one hand, the  

budget p ro v is io n s  fo r  food and housing meet a v a i la b le  sc ie n 

t i f i c  c r i t e r i a  fo r  adequacy. On th e  o th e r  hand, inasmuch as 

th e  con ten t  o f the  budget i s  based as w ell  on a c tu a l  consumer 

e x p e n d i tu re s ,  i t  r e f l e c t s  p re v a i l in g  so c ia l  judgment as to  

th e  customary l e v e l s  o f  adequacy.

I f  a n y th in g , th e  budget may be considered  too l i b e r a l

in  i t s  p ro v is io n s  s in c e  i t  i s  o s te n s ib ly  more than a minimum

su b s is te n c e  s ta n d a rd  o f  l iv in g .  However, i f  su b s is te n c e  i s

given th e  b ro a d e r ,  r e l a t i v e  i n te r p r e t a t i o n  as i t  i s  h e re in ,

t h i s  o b je c t io n  seems in v a l id .  There i s  ample evidence t h a t

th e  budget i s  in tend ed  to  r e f l e c t  a minimum budget in  terms

o f  p r e v a i l in g  s o c i a l  judgment.

The budget was designed  to  re p re se n t  the  es tim ated  
d o l l a r  c o s t  re q u ire d  to  m ain ta in  [the sp e c if ied ]  
fam ily  a t  a l e v e l  o f  adequate l iv in g  — to  s a t i s f y  
p re v a i l in g  s tan d a rd s  o f what i s  necessary . . .

[The budget r e p re s e n ts ]  the  annual c o s t  of a w orke r 's  
fam ily  budget which in c lu d es  the  kinds and q u a n t i t i e s  
o f  n ecessa ry  goods and s e r v ic e s ,  according to  s ta n 
dards p r e v a i l in g  in  th e  la rg e  c i t i e s  of the  U.S.^®

[The in te n t io n  of th e  budget i s  to  measure] th e  c o s t  
a t  c u r r e n t  p r ic e s  in  la rg e  c i t i e s  o f family l iv in g  
which [meet] American s tand ards  of what i s  req u ire d .

2 8U. S. ,  Department o f Labor, Bureau of Labor S t a t i s 
t i c s ,  Workers' Budgets in  the  U. S. :  . . . , 1946 and 1947, 
p. 3.

^ ^ I b i d . , p. 4.
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The budget th e re fo re  should rep re se n t  the  necessary  
minimum w ith  r e s p e c t  to  items included  and t h e i r  
q u a n t i t i e s  as determined by p re v a i l in g  s tandards o f  
what i s  needed fo r  h e a l th ,  e f f ic ie n c y ,  n u r tu re  of 
c h i ld r e n ,  s o c i a l  p a r t i c ip a t io n ,  and the  maintenance 
of s e l f - r e s p e c t  and th e  re sp ec t  o f o th e rs .

Although th e  le v e l  o f  l iv in g  rep re se n te d  by the  budget 
cannot be b r i e f l y  d esc r ibed  by words having s c i e n t i f i c  
p re c is io n  y e t ,  the  concept of a necessary  minimum i s  a 
r e a l i t y .  Judgment i s  co ns tan tly  being expressed as to  
what i s  n ecessa ry . . . . IVhen i t  i s  s a id  th a t  the  bud
g e t  recommended i s  in tended  to cover the  necessary  
minimum, ' n e c e s sa ry ' i s  to  be given the  common i n t e r 
p r e t a t i o n  as in c lud ing  what w i l l  meet the  conventiona l 
and s o c i a l  as w e ll  as b io lo g ic a l  needs. I t  r e p re se n ts  
what men commonly expec t to  enjoy, f e e l  t h a t  they have 
l o s t  s t a tu s  and are experiencing  d e p r iv a tio n  i f  they 
cannot en jo y , and what they i n s i s t  upon having. Such 
a budget i s  n o t  an a b so lu te  and unchanging th in g .  The 
p r e v a i l in g  judgment o f  the  necessary  w i l l  vary w ith  
the  changing values o f the  community, w ith the  advance 
o f  s c i e n t i f i c  knowledge of human needs, w ith  th e  p ro 
d u c tiv e  power o f  the  community and th e re fo re  what 
people commonly enjoy and see o th e rs  enjoy.^  ^

30_, . , .I b i d . , p. 6.

^ ^ I b i d . , p. 7.



CHAPTER I I I

DEFINITION OF SOCIAL ESSENTIAL 

CONSUMPTION

General S o c ia l  Overhead 

S o c ia l  Balance 

C onceptually , the  magnitude of p u b lic  goods and 

s e rv ic e s  to  be considered g en era l  s o c ia l  overhead i s  t h a t  

which r e p re s e n ts  e s s e n t i a l  c o s ts  o f  p roduction . This im plies  

essence  in  two ways. F i r s t ,  th e  p u b lic  expenditu re  in  ques

t i o n  must be necessary  in  the  sen se  of being  a s o c ia l ly  nec

e s sa ry  c o s t  of production  fo r  a given le v e l  of consumption. 

Second, th e  given lev e l  o f  consumption must i t s e l f  be neces

sa ry  in  th e  sense of j u s t  m ain ta in ing  th e  cu rren t  p roductive  

c a p a c i ty .  That i s ,  to be e s s e n t i a l ,  a government expend itu re  

must r e p re s e n t  no t simply a necessa ry  ad ju nc t  to  p r iv a te  con

sumption, b u t  a necessary  a d ju n c t  to  e s s e n t ia l  p r iv a te  

consumption.

John Kenneth G a lb ra ith  e f f e c t iv e ly  demonstrates t h a t  

th e re  i s  some more or l e s s  d e f i n i t e  le v e l  of p u b lic  produc

t i o n  (read consumption) which i s  a r e q u i s i t e  complement to  a 

g iven l e v e l  o f  p r iv a te  p roduction  (read consumption). ^

^John Kenneth G a lb ra i th ,  The A ffluen t Society  (Boston: 
H oughton-M ifflin , Co., 1958), Ch. XVIII.
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E s s e n t ia l l y ,  G a lb ra i th  extends the  o ld e r  conception  of 

complem entarity , b a lan ce , o r  p ro p o r t io n a l i ty  of production  

in  d i f f e r e n t  p roduction  compartments^ to  inc lude  production  

in  the  p u b l ic  sphere . This complem entarity can be d i r e c t ,  

as when th e  o p e ra t io n  o f  a given q u a n t i ty  o f  motor v eh ic le s  

n e c e s s i t a t e s  a c e r t a in  road and t r a f f i c  r e g u la t io n  network. 

Or, i t  can be more s u b t l e ,  as when a given s ty l e  o f l iv in g ,  

in c lud in g  a c e r t a in  mode o f  p roduction  and degrees of l e i s u r e  

o r m o b i l i ty ,  n e c e s s i t a t e s  c e r t a i n  le v e ls  o f  edu ca tio n , o rder  

m aintenance, and o th e r  s o c ia l  s e rv ic e s .

G a lb ra i th  i s  concerned w ith  showing t h a t  a general 

complementary r e l a t i o n  e x i s t s .  Hence, such s p e c i f i c  examples 

as he n o tes  a re  j u s t  t h a t ,  examples to  dem onstrate  h is  

genera l p r in c ip le .  Moreover, he i s  concerned w ith  the  neces

sa ry  p u b l ic  complements to  p r iv a te  consumption in  genera l and 

does n o t  seek to  d i f f e r e n t i a t e  e s s e n t i a l  and n o n e sse n tia l  

consumption. His examples thus lack  the  thoroughness and 

c h a r a c t e r i s t i c s  necessary  to  be of s e rv ic e  fo r  c u r re n t  pu r

poses, n o tw ith s tan d in g  th e r e to  the  importance of h i s  g enera l 

p r in c ip le  o f  s o c ia l  b a lan ce .

2
For an extended d is c u ss io n  of p r o p o r t io n a l i ty ,  as 

among th e  d i f f e r e n t  l in e s  o f  p roduction  and as between ag
grega te  p roduction  and consumption, which i s  based upon and 
inc ludes  ex ten s iv e  b ib l io g ra p h ic  re fe re n c e s  to  the  works of 
Marx and l a t e r  M arx is ts ,  see  Paul M. Sweezy, The Theory of 
C a p i t a l i s t  Development: P r in c ip le s  of Marxian P o l i t i c a l  
Economy (New York: Monthly Review P re ss ,  1942 and 1958),
Ch. X.
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Functions of the  S ta te  in  

Economic Theory

C la s s i c a l  Theory

Before meeting d i r e c t l y  the  problems invo lved  in  the  

p re s e n t  concept o f s o c ia l  overhead consumption, i t  i s  neces

sary  t o  d ig re s s  momentarily to  review the fu n c t io n s  of the  

s t a t e  i n  th e  h i s to r y  o f  economic th eo ry . A convenien t and 

impregnably d e fe n s ib le  s t a r t i n g  p o in t  fo r  such a review i s  

c l a s s i c a l  economics and Adam Smith. Smith s t a t e s  t h a t  th e re  

e x i s t  fou r  a reas  in  which government expenditu re  i s  neces

sa ry .^  The f i r s t  th r e e  a re  the  b a s ic  fu nc tions  o f government: 

defense  of the  sovere ign  t e r r i t o r y ,  maintenance of a system 

f o r  i n t e r n a l  o rd e r  and j u s t i c e ,  and p rov is ion  of such p u b lic  

works and i n s t i t u t i o n s  which cannot be p ro f i t a b ly  undertaken 

by th e  p r iv a te  s e c to r .  The fo u r th  necessary  expense , uphold

ing  th e  d ig n i ty  o f  the  sove re ig n , i s  no t a fu n c t io n  in  Sm ith 's  

view b u t  i s  n e v e r th e le s s  necessa ry .

The exp en d itu res  r e l a t e d  to  de fense , o rd e r ,  and the  

d ig n i ty  of the  government a re  r e l a t i v e l y  s p e c i f i c  and s t r a i g h t 

forward and re q u ire  no d isc u s s io n .  Sm ith 's  t h i r d  b a s ic  func

t io n  i s  le s s  d i r e c t ,  co n ta in ing  th e  subfunc tions f a c i l i t a t i o n  

o f commerce and educa tion  o f  the  populace. Under th e  f a c i l i 

t a t i o n  o f  commerce. Smith subsumes a v a r ie ty  o f s p e c i f i c  

a c t i v i t i e s :  c o n s t ru c t io n  and maintenance of ro ad s ,  b r id g e s .

Adam Smith, "An Inqu iry  in to  the Nature and Causes of 
the  Wealth o f N a tio n s ,"  in  C la s s ic s  o f Economic Theory, ed. by 
George W. Wilson (Bloomington: Indiana U n iv e rs i ty  P re ss ,
1964) , pp. 149-158.
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c a n a ls ,  and h a rb o rs ;  o p e ra t io n  of monetary and p o s ta l  systems; 

and th e  " p ro te c t io n  o f  t ra d e  in  genera l"  by m ain ta in ing  i n t e r 

n a t io n a l  r e l a t i o n s  and customs ag en c ie s .  Education of the 

people  in c lu d es  p u b lic  education  fo r  th e  c h ild ren  of the  com

mon c la s s e s  and th e  " c h ie f ly "  r e l ig io u s  i n s t r u c t io n  of people 

o f  a l l  ages.

The most im portan t c h a r a c t e r i s t i c  o f S m ith 's  view of 

th e  p u b l ic  fu n c t io n  i s  no t  any s e t  o f  th e  s p e c i f i c  a c t i v i t i e s  

he m entions, b u t  the  p o t e n t i a l  m a l l e a b i l i ty  of h is  b a s ic  

fu n c t io n s .  T h is  i s  e s p e c ia l ly  t ru e  o f  th e  t h i r d  func tion  of 

p ro v id in g

. . . th o se  p u b lic  i n s t i t u t i o n s  and those  p u b l ic  works, 
w hich, though they may be in  the  h ig h e s t  degree advan
tageous t o  a g r e a t  s o c ie ty ,  a re ,  however, o f  such a 
n a tu r e ,  t h a t  the  p r o f i t  could  never repay the  expence 
to  any in d iv id u a l  o r  sm all number o f  in d iv id u a ls ,  and 
which i t  th e r e f o re  cannot be expected th a t  any in d i 
v id u a l  o r  sm all number of in d iv id u a ls  should e r e c t  or 
m a in t a in . "

Although Smith may have had some more o r  l e s s  d e f i n i t e  mini

mal s e t  o f  a c t i v i t i e s  in  mind, h i s  s ta tem en t in  g enera l terms 

i s  s u b je c t  to  broad i n t e r p r e t a t i o n  should  a need f o r  such 

a r i s e .  ^

^I b i d . , p. 153.

^As i s  shown below in  th e  d isc u ss io n  o f  modern theory , 
the  modern camp i s  of two l in e ag e s  from Smith. The l i b e r t a r i a n  
t r a d i t i o n  c l in g s  to  S m ith 's  s p e c i f i c i t y  and the  government as a 
necessa ry  e v i l  to  be minimized im p l ic a t io n .  The modern l i b e r a l  
school o f  thought emphasizes Sm ith 's  g e n e ra l  p r in c ip le  of 
in te rv e n t io n  where the  market f a i l s .
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This was sensed by the  younger M ill .  He no tes  the two 

common necessary  government in te rv e n t io n s  given in  a b s t r a c t  

t r e a t i s e s ,  p r o te c t io n  from fo rce  and f rau d , then l i s t s  severa l 

o th e rs  to  dem onstrate  th e  overly  r e s t r i c t i v e  n a tu re  of the 

a b s t r a c t  in te rv e n t io n  c lasses.®  A fte r  enumerating such com

mon, and u n o b jec tio n a b le ,  governmental a c t i v i t i e s  as adminis

t r a t i o n  of p ro p e r ty ,  reco rd  keeping, enforcement of c o n tra c ts ,  

p rov id ing  care  f o r  the  i r r e s p o n s ib le ,  co in ing  money, m ain tain

ing  road s , and p r e s c r ib in g  s tandards o f  weight and measure. 

M il l  c o n je c tu re s  t h a t  the  l i s t  might be expanded in d e f in i t e ly .  

He concludes t h a t  no t on ly  i s  i t  im possib le  to  draw a d e f in i 

t i v e  l i s t  fo r  government func tion s  through time and space, 

b u t  a lso  t h a t  no g en e ra l  p r in c ip le  i s  p o s s ib le  save t h a t  of 

expedience.

The c l a s s i c i s t s  c le a r ly  he ld  some type o f  minimum 

theory  in  rega rd  to  the  fu n c tio ns  of government. The most 

g e n e ra l ly  he ld  i n t e r p r e t a t i o n  of t h i s  minimum i s  th a t  the 

c l a s s i c i s t s  were convinced of the  t h e o r e t i c a l  adequacy of the 

n a tu r a l  o rder  concept and the e f f ic a c y  of l a i s s e z - f a i r e  eco

nomic p o l ic y .  This i s  th e  ro o t  o f d ivergence between the  two 

g r e a t  s id e s  of modern economic thought: th e  l i b e r t a r i a n  t r a 

d i t i o n  th a t  embraces l a i s s e z - f a i r e  and views government as a 

necessa ry  e v i l  to  be minimized, and th e  modern l i b e r a l

^John S tu a r t  M il l ,  "P r in c ip le s  of P o l i t i c a l  Economy," 
i n  C la s s ic s  of Economic Theory, ed. by Wilson, pp. 374-378.
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t r a d i t i o n  which g ran ts  a g re a te r  r o le  to  government in  

p rov id ing  the  necessa ry  i n s t i t u t i o n a l  s e t t i n g  f o r  so c ia l  

o p t im iza tio n .

The o th e r  p o s s ib le  in te r p r e ta t io n  i s  t h a t  the  c l a s s i 

c i s t s '  minimum government function  view corresponds to  t h e i r  

s u b s is te n c e ,  necessary  co s ts  of p roduction  view o f  p r iv a te  

p ro d u c tio n . This i n te r p r e ta t io n  would t h a t  Smith sought to 

de fin e  th e  long run minimally adequate fun c tions  th a t  the  

government must p rov ide . Whether or no t t h i s  i s  a v a l id  

i n t e r p r e t a t i o n  o f  the  c l a s s i c i s t s , i t  i s  s im i la r  to  the  ro le  

o f  government t h a t  i s  sought in  th e  p re se n t  s tu d y .

Modern Theory^

N e o c la s s ic a l  economic thought i s  l a rg e ly  devoid of 

sy s te m atic  t rea tm en t  o f  th e  government's r o le  in  so c ie ty .  

Thus, th e  seminal and c o lo ssa l  work o f  n eo c la s s ic ism , 

M a rsh a l l 's  P r in c ip le s  of Economics, con ta ins  only s c a t te re d  

r e fe re n c e s  to  government functions such as the  undertak ing  

o f la rg e  r i s k s  and the p rov is ion  o f  educa tion , h e a l th ,  and

The conspicuous absence o f  re fe ren ce  to  the i n s t i t u 
t i o n a l i s t ,  in s t r u m e n ta l i s t ,  and p o l i t i c a l  economic thought 
o f  such w r i te r s  as Clarence Ayres, Adolph Lowe, and 
John Kenneth G a lb ra i th  in  what follows should be explained 
a t  the  o u t s e t .  These w r i t e r s ,  d e s p i te  t h e i r  d i f fe re n c e s  with 
those  reviewed h e re ,  la rg e ly  approach the q u es tion  of govern
ment func tions  on s im ila r  grounds. Thus, fo r  th e  p resen t  
purpose o f  d e f in in g  s o c ia l  consumption, they add nothing to 
th e  fo llow ing in  s p e c i f i c  areas o f  government a c t io n ,  d e sp i te  
t h e i r  very  d i f f e r e n t  po licy  p roposa ls .
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s a n i ta t i o n  serv ices.®  S im i la r ly ,  Pigou in h is  A Study in  

P ub lic  Finance devotes on ly  a very few pages to  the  question  

o f  government spending , concerning h im self p r im a r i ly  w ith 

c o n s id e ra tio n s  o f taxation .®

Despite  t h i s  lack  o f  d i r e c t  t rea tm en t,  n eo c lass ic ism  

does conta in  im portant elem ents fo r  the  development of the  

theo ry  of government fu n c t io n s .  On the  one hand, th ese  e l e 

ments surround M a rs h a l l 's  tax-bounty  a n a ly s is ,  as l a t e r  

refo rm ula ted  by Pigou and re f in e d  by Lerner in  the  term inology 

o f  s o c ia l  and p r iv a te  b e n e f i t s  and c o s ts .  On th e  o th e r  hand, 

im p lica tion s  fo r  the  governm ent's ro le  flow from M a rsh a ll 's  

t rea tm en t  of e x te rn a l  economies and th e  anomaly o f  decreasing  

c o s t  in d u s t r ie s  under p e r f e c t  com petit ion , as l a t e r  developed 

in to  th e o r ie s  o f  a l t e r n a t i v e  com petit ive  s t r u c tu r e s  by S r a f f a ,  

Robinson, and Chamberlin. °̂ These two areas o f  thought t h o r 

oughly undermined the  microeconomic b a s is  o f th e  vu lgar  

l a i s s e z - f a i r e  h a rm on lieh re , and rep laced  i t  in  a c tu a l  i f  n o t  

th e o r e t i c a l  p r a c t ic e  w ith  a more o r  le s s  a c t iv e  r o le  fo r  gov

ernment in  m ain ta in ing  th e  a p p ro p r ia te  i n s t i t u t i o n a l  s e t t i n g .

g
A lfred  M arsha ll ,  P r in c ip le s  o f Economics (9th v a r i 

orum e d . ;  New York: Macmillan Co., 1951), Vol. I ,  pp. 443n-
444n and 717-718.

9
See Paul A. Samuelron, "Aspects of P u b lic  Expendi

tu r e  T heories ,"  Review o f  Economics and S t a t i s t i c s ,  XL, no. 4 
(1958), p. 332.

^^See Mark Blaug, Economic Theory in  R e trospec t 
(rev ised  e d . ; Homewood, I l l i n o i s :  Richard D. I rw in , I n c . ,
1958), pp. 358-373 and 381-395.
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In combination w ith  th e  re p u d ia t io n  o f  S ay 's  Law^ the  

macroeconomic harm on lieh re , by th e  Keynesian R evolu tion , 

these  developments forged a schism in  th e  c l a s s i c a l  l i b e r a l 

ism camp. On th e  one s id e  of t h i s  c leavage o f  c h ro n o lo g ica l ly  

modern though t i s  the  c o n se rv a t iv e ,  l i b e r t a r i a n  t r a d i t i o n  

c lo se ly  a s s o c ia te d  w ith  the  "Chicago School."  This s t ra n d  of 

opinion con tinues  the  i n t e r p r e t a t i o n  o f  th e  c l a s s i c a l  minimum 

government fu n c t io n s  as being  th e  m inim ization  o f  a necessary  

e v i l .  Thus, M ilton  Friedman, in  l i s t i n g  the  func tions  o f  gov

ernment consonant w ith  i t s  " r o le  in  a f r e e  s o c ie ty ,"  l a r g e ly  

r e i t e r a t e s  th e  l i s t  o f s p e c i f i c  fu n c t io n s  provided by Adam 

Smith.^ ^

On th e  o th e r  s id e  of modern tho ugh t,  modern l i b e r a l 

ism, i s  to  be found the  gen e ra l  fo rm ula tion  o f  Smith on the  

government's r o l e  fo llow ing th e  l in e  o f  M i l l ' s  expediency 

p r in c ip le .  This s t ra n d  o f  o p in io n , which has come to  dominate 

the  ideo logy  and economics o f  th e  co rp o ra te  s t a t e ,  unanimously 

assumes the  p o s tu re  o f p rov id ing  j u s t i f i c a t i o n  fo r  various 

pu b lic  fu n c t io n s  o r  i n t e r v e n t io n s .

As such , a l l  o f  th e se  approaches e i t h e r  flow in to  or 

ou t o f  R ichard  A. Musgrave's c l a s s i c  tr icho tom y of the  govern

m ent's  fu n c t io n s  in to  a l l o c a t i v e ,  d i s t r i b u t i v e ,  or s t a b i l i z a 

t io n  in te rv e n t io n s .^ ^  Thus, th e  government in te rv en e s  to

^^Milton Friedman, C ap ita lism  and Freedom (Chicago: 
U n iv e rs i ty  o f Chicago P re s s ,  1962), Ch. I I .

12Richard  A. Musgrave, The Theory of Pub lic  Finance: 
A Study in  P u b lic  Economy (New York: McGraw-Hill Book Co.,
1959), Ch. I .
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secure  ad justm ents in  th e  p a t t e r n  of resou rce  a l lo c a t io n  which 

a re  made necessary  o r  d e s i r a b l e  by market im p e rfec tio n s ,  

dec rea s in g  p roduction  c o s t s ,  e x t e r n a l i t i e s ,  divergences 

between p u b l ic  and p r i v a t e  r i s k  o r  time p re fe re n c e s ,  so c ia l  

wants, o r  m er i t  w a n t s . A g a i n ,  th e  government in te rv en es  to  

secure  ad justm ents in  th e  p a t t e r n  of income d i s t r ib u t io n  to 

accord such d i s t r i b u t i o n  w ith  s o c i a l  consensus as to  equ ity  

and e f f i c ie n c y .  F i n a l l y ,  the  government in te rvenes  to  secure 

ad justm ents in  the  aggrega te  l e v e l  o f  economic a c t iv i t y  in  

o rd e r  t o  s u s ta in  th e  neo-Keynesian macroeconomic t r i lo g y  of 

high employment, high economic growth, and r e l a t i v e l y  s ta b le  

wage and p r i c e  l e v e l s .

Musgrave's j u s t l y  famous m u lt ip le  theo ry  of budget 

d e te rm in a tio n  i s  im portan t  n o t  so much fo r  adding any s p e c i f i c  

fu n c t io n s  to  the  governmental realm  — h is  examples a re  a l l  

w ell  known to  th e  re a d e rs  o f Smith, Pigou, Keynes, and Lerner -  

bu t  fo r  h i s  a s s im i la t io n  and t h e o r e t i c a l  refinem ent of t h a t  

which went b e fo re  and th e  e l a s t i c i t y  of h is  c o n s tru c ts  fo r  

t h a t  which follow s him. His p r e c i s e  a r t i c u l a t i o n  and c l a s s i 

f i c a t i o n  of th e  j u s t i f i c a t i o n s  fo r  in te rv e n in g  with the  

p o l i t i c a l  b a l l o t  box t o  a d ju s t  th e  s o lu t io n  o f  the  economic 

b a l l o t  box, o r  to  p rov ide  a s o lu t io n  when th e  market a ffo rd s  

none, lend  an a i r  o f  d ig n i ty  and leg i t im acy  in  the thorny

M usgrave's fo rm u la tio n  could no doubt be improved 
by re c o g n i t io n  o f  e x t e r n a l i t i e s  in  gen era l  as being involved 
in  a l l  h i s  in te r v e n t io n  case s ;  bu t  t h i s  i s  n o t  of re levance  
here .
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atmosphere o f  p u b lic  a c t i v i t y  in  a so c ie ty  of predominantly 

l a i s s e z - f a i r e  m e n ta l i ty .  The nomenclature of s o c ia l  wants 

wherein th e  exclu s io n  p r in c ip le  i s  in o p e ra t iv e ,  o r  of m e r i t  

wants wherein the  market i s  o v e rly  o r  underly s t in g y ,  i s  f a r  

more e le g a n t  than S m ith 's  lack  o f  p r o f i t  m otivations fo r  

in d iv id u a ls  o r  L e rn e r 's  cumbersome equations of marginal 

p r iv a te  and s o c i a l  c o s t s .

Moreover, in  h i s  e legance . Musgrave provides a 

quantum leap  in  g e n e r a l i ty .  His schema are  s u f f i c i e n t ly  

a b s t r a c t  to  be s t r e tc h e d  to  encompass an in d e f in i t e ly  wide 

range o f  a c t i v i t i e s  i n to  the  government sphere. For example, 

i t  i s  concep tua lly  v a l id  t h a t  th e  government do anything 

under the  p rov iso  of th e  h ig h ly  e l a s t i c  m erit  want p r in c ip le ;  

a l l  t h a t  i s  necessa ry  i s  t h a t  e m p ir ic a l  evidence be p resen ted  

th a t  s o c i a l  consensus a f fo rd s  a p o s i t iv e  or negative  value  

on some good or s e rv ic e  beyond th e  v a lu a t io n  given by th e  

market mechanism. And, in  c o n t r a s t  to  th e  compromising mood 

o f  M i l l ' s  expediency p r i n c i p le ,  a l l  t h i s  i s  accomplished 

w ithou t s a c r i f i c i n g  th e  d ig n i f ie d  aura  o f  p rec is io n  and 

leg it im acy .

Thus, th e  contemporary Z e i tg e i s t  as to the  s t a t e ' s  

ro le  i s  thoroughly  transfo rm ed . A c l e a r e r  example of
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id e o lo g ic a l  ad jus tm ent to  th e  o b jec tiv e  s o c io - h i s to r i c a l  

c o n d it io n s  i s  d i f f i c u l t  to  find.^"*

M arx is t  Theory

I t  remains now b u t  to  survey the  M arxist theory  of

th e  s t a t e  b e fo re  s to c k  can be taken as to  the  in s t ru m e n ta l i ty

o f  t h i s  d ig re s s io n  fo r  p r e s e n t  purposes. This survey i s ,  of 

n e c e s s i ty ,  b r i e f  because th e  M arxists have la r g e ly  neg lec ted  

government fu n c t io n s  in  g en era l  fo r  one p a r t i c u l a r  government 

fu n c t io n .  The M arx ist th eo ry  of the  s t a t e  d e r iv es  fundamen

t a l l y  from E n g e l 's  work on th e  o r ig in  of the  s t a t e .  That i s ,  

w ith  th e  breakdown o f  p r im i t iv e ,  c la s s le s s  communism and the  

r i s e  o f  c la s s  s o c i e ty ,  antagonisms arose between th e  various 

c l a s s e s .  Thus, h i s t o r i c a l  fo rces  were c rea ted  which produced

th e  s t a t e  as an in s tru m en t to  moderate th ese  c la s s  antagonisms,1 5

1 t
* 'These developments a re  d e a l t  w ith in  numerous 

p la c e s .  For example, in  a d d it io n  to  the  major works of 
G a lb ra i th ,  Baran, and Sweezy, see Michael D. Reagan, The Man
aged Economy (New York; Oxford U nivers ity  P re s s ,  1963);
Andrew S h on fie ld ,  Modern C ap ita lism : The Changing Balance of 
P u b lic  and P r iv a te  Power (New York: Oxford U n ive rs i ty  P re ss ,
1965); Clark Lee A llen ,  "Economic Freedom and P ub lic  P o licy ,"  
in  Economic Systems and P ub lic  P o licy : Essays in  Honor o f  
C alv in  B. Hoover, ed. by Robert S. Smith and Frank T. de Vyver 
(Durham, North C a ro lin a :  Duke U n ivers ity  P re s s ,  1966), pp. 3-
18; Max E. F le tc h e r ,  "L ib e ra l  and Conservative: Turn and Turn
a b o u t,"  Jo u rn a l  o f  Economic I s su e s ,  I I  (September, 1968) , 
312-322.

^^F rederick  E ngels , The Origin of the  Family, P r iv a te  
P ro p e r ty ,  and th e  S t a t e , in  Se lec ted  Works: In One Volume, by 
K arl Marx and F red e r ick  Engels (New York: I n te r n a t io n a l
P u b l i s h e r s ,  1968).
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C o ro lla ry  to  t h i s  theorem of i t s  o r ig in ,  the  s t a t e  i s  

seen as the  execu tive  arm o f  the  ru l in g  c l a s s .  This sh a rp ly  

d i f f e r e n t i a t e s  the  Marxist theo ry  of the  s t a t e  as power b roker  

from the  "bourgeois" theory of the  s t a t e  as a more o r  le s s  

n e u t r a l  mechanism fo r  re so lv in g  c o n f l i c t s  o f i n t e r e s t s  w ith in  

s o c ie ty .  Thus, th e  s t a t e  in  M arxist theory  i s  n o t  a n e u t r a l ,  

exogenous s o c ia l  fo rc e ,  but an instrum ent o f c la s s  s t r u g g le  

i n t e r n a l  to  th e  model o f  s o c ia l  p rocesses .

This s a id ,  th e re  i s  l i t t l e  t h a t  remains o f th e  M arx ist  

theo ry  of th e  s t a t e  in so fa r  as the  fu n c t io n s  of government 

a re  concerned. In  d r iv in g  home the p o in t  t h a t  the  s t a t e  i s  

an in s trum en t of c la s s  s t ru g g le ,  Marxist thought l a rg e ly  

igno res  th e  s t a t e  fu nc tions  which a re  necessary  c o s ts  of p ro 

duc tio n  more or l e s s  independently  o f  the  c la s s  s t r u g g le .  

Independently  does n o t ,  of cou rse , deny in te r a c t io n  o f  s o c i a l  - 

consumption and c la s s  s t ru g g le .  For, a l b e i t  t h a t  the  e x i s t e n t  

s e t  o f  c la s s  r e l a t i o n s  in f lu e n ce s  the  q u a n ti ty  and q u a l i t y  of 

s o c ia l  e s s e n t i a l  consumption, th e  p o in t  i s  t h a t ,  however, 

v a r i a b le ,  such consumption e x i s t s .

I t  i s  cu rious  th a t  w r i t e r s  so convinced of th e  n eces

s i t y  o f  so c ia l ism  n e g le c t  th e  n e c e s s i ty  o f  s o c i a l  consumption. 

Thus, one reads  C a p i ta l  to f in d  the s t a t e  l a rg e ly  reduced to  

the  arena o f  s t ru g g le  fo r  s h o r t e r  work hours o r  o th e r  in d u s

t r i a l  r e l a t i o n s  l e g i s l a t i o n .^ ^  Nor a re  c o r re c t iv e s  to  be

^^See Sweezy, Theory o f  C a p i t a l i s t  Development, Ch. XIII. 
17Karl Marx, C a p i t a l , Vol. I  (New York: I n te r n a t io n a l

P u b l ish e rs ,  1967), P a r t  3, Ch. X.
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found in  modern M arxist though t, orthodox or r e v i s i o n i s t .

John Strachey  analyzes the  s t a t e  l a r g e ly  in  terms of i t s  be

ing  an arena  in  which ensues popu lar ,  r e p re s e n ta t iv e  s t ru g g le  

fo r  h ig h e r  wages and job security .^®  Ralph M iliband focuses 

l a rg e ly  on the  c la s s  p o l i t i c s  o f  c o n t ro l l in g  opin ion  and 

policy.^® This approach i s  n o t  a l t e r e d  by Paul Sweezy in  

h i s  c l a s s i c  re s ta te m e n t  of M arxist economic theory,^® nor in  

th e  r e c e n t  re fo rm u la t io n  th e re o f  in  c o l la b o ra t io n  w ith  Paul 

Baran.^^ I t  i s  e s p e c ia l ly  i n s t r u c t i v e  to  compare B aran 's  

a n a ly s is  o f th e  s t a t e ,  c a s t  com pletely  in  the  f a m i l ia r  c la s s  

s t ru g g le  term s, w ith  h is  s ta tem en t concerning e s s e n t i a l  con

sumption wherein he e x p l i c i t l y  r e f e r s  t o  "e s s e n t i a l  o u tlay s  

on government a d m in is t r a t io n  and th e  like."^®

None of th is  i s  meant, o f co u rse , to  d e n ig ra te  the  

work of th e se  a u th o rs ,  nor the  importance of the  c la s s  s t ru g 

g le  a sp e c ts  o f th e  s t a t e  in  s o c ie ty .  Rather, th e  p o in t  i s

18John S trach ey , Contemporary C ap ita l ism  (New York: 
Random House, 1956).

19Ralph M iliband, The S ta te  in  C a p i t a l i s t  Soc iety  
(New York: B asic  Books, 1969), Ch. IV and passim.

20 Sweezy, Theory of C a p i t a l i s t  Development,
Ch. X III .

21Paul A. Baran and Paul M. Sweezy, Monopoly C a p ita l :  
An Essay on the American Economic and S o c ia l  Order (New York: 
Monthly Review P re s s ,  19 66) , Ch. VI.

22 Paul A. Baran, The P o l i t i c a l  Economy of Growth 
(New York: Monthly Review P re s s ,  1957), pp. 23n and 92f f .
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t h a t  in  a body of l i t e r a t u r e  so enamored w ith  necessary  so

c i a l  co s ts  o f  p roduction  and th e  economic su rp lu s  in  excess 

th e re o f ,  one e x p ec ts ,  indeed must demand, t h a t  a t t e n t io n  be 

given to  co s ts  o f  p roduction  which a r i s e  in  the  p u b lic  s e c to r .

General S o c ia l  Overhead in  t h i s  Study

The above review of l i t e r a t u r e  should  make i t  obvious 

to  th e  re a d e r  t h a t  l i t t l e  d i r e c t  a id  i s  a v a i la b le  therefrom  

fo r  the  p re s e n t  purpose of d e f in in g  and measuring e s s e n t i a l  

government fu n c t io n s .  None o f  t h i s  l i t e r a t u r e  i s  o r ie n te d  

toward th e  s o c i a l  overhead concept as env is ioned  h e re in .  Yet 

t h i s  concept i s  an in d isp en sab le  component o f co s ts  o f p ro

duction  viewed as t h a t  consumption j u s t  adequate to  m ain ta in  

e x ta n t  p roductiv e  c a p a c i ty .  Thus, th e  n ecessa ry  course of 

a c t io n  i s  to  develop a f re s h  such a concept and a mode of 

e s t im a tin g  i t s  magnitude.

Conceptual and E m pirica l Problems

A proper s t a r t i n g  p o in t  fo r  t h i s  ta sk  i s  to  survey 

the  problems to  be encountered  in  f u l f i l l i n g  i t .  These prob

lems may be e x p l ic a te d  by c o n tr a s t in g  th e  measurement of 

s o c ia l  consumption w ith  t h a t  o f  p e rso na l  consumption. In 

the  l a t t e r  a re a ,  th e re  i s  a w e l l - e s ta b l i s h e d  conceptual and 

em p ir ica l  base — most n o tab ly  the  Bureau of Labor S t a t i s t i c s  

s e r i e s .  The C ity  Workers' Family Budget i s  based upon two 

sources o f  in fo rm ation : s c i e n t i f i c  and s o c ia l  judgments as

to  n e c e s s i ty  o r minimum adequacy.
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In the  s o c ia l  consimption a re a ,  th e re  i s ,  f i r s t ,  no 

e s ta b l is h e d  s c i e n t i f i c  bases  as to n e c e s s i ty .  I t  i s  doubtful 

t h a t  in fo rm ation  i s  p l a u s ib l e  fo r  s o c i a l  consumption th a t  

would correspond to  th e  "hard" s c i e n t i f i c  or p h y s io lo g ic a l  

s tandards  a v a i la b le  fo r  food consumption, except p o ss ib ly  in  

m a tte rs  o f  p u b lic  h e a l th .

Second, i t  i s  no t p o s s ib le  to  use p re v a i l in g  s o c ia l  

judgment d i r e c t l y  to  determ ine minimally adequate le v e ls  o f 

s o c i a l  consumption. One d i f f i c u l t y  in  t h i s  reg a rd  i s  the  

d i f f i c u l t y  o f  enumerating o b je c t iv e  c r i t e r i a  fo r  a sc e r ta in in g  

s o c i a l  judgment on such m a t te r s .  There i s  no c l e a r - c u t  mea

su re  o f  choice in  the  p o l i t i c a l  system which corresponds to  

th e  d e c is io n s  expressed  in  the  market. Consensus o f  c o l le c 

t i v e  op in ion  i s  no t  so e a s i l y  measured as i s  th e  sum of 

in d iv id u a l  p r iv a te  op in ions  on a p a r t i c u l a r  good o r  s e rv ic e .

However, t h i s  problem i s  n o t insurm ountable. A ctual 

l e v e ls  of l e g i s l a t i v e  a p p ro p r ia t io n s  a re  measurable and could 

be taken to  re p re se n t  p r e v a i l in g  consensus in  th e  absence of 

adequate , d i r e c t  popular op in ion  surveys. This invo lves over

looking  th e  im p erfec tions  o f  p o l i t i c a l  mechanisms and s u b s t i 

t u t i n g  a l e v e l  fo r  a s ta n d a rd ,  bu t  could be used so long as 

th e se  l im i ta t io n s  were exp ressed .

But a second d i f f i c u l t y  i s  no t so t r a c t a b l e .  For the 

most p a r t ,  s o c i a l  judgment as expressed  in  consumer expendi

tu r e  surveys involves op in ions as to  magnitudes o f  c u rre n t  

consumption. By c o n t r a s t ,  many p u b lic  goods and se rv ice s



46
invo lve  s u b s t a n t i a l  degrees o f  fu tu re  o r ie n ta t io n .  That i s ,  

they  assume th e  c h a ra c te r  o f  investm ent in  t h a t  they  are  to  

enhance th e  q u a l i ty  o f  th e  fu tu re .

This d i s t i n c t i o n  i s  no t  ab so lu te .  Some p r iv a te  

consumption expen d itu res  a re  fu tu re  o r ien ted  by s u b je c t iv e  

i n t e n t  a n d /o r  o b je c t iv e  r e s u l t s .  Thus, Theodore Schu ltz  

views p r i v a t e  ex p en d itu re s  on educa tion , h e a l th ,  m ig ra t io n ,  

and even food and s h e l t e r ,  as s i g n i f i c a n t  investm ent elements.^^ 

S chu ltz  i s  n o t  using  investm ent in  the p re se n t  sense  as t h a t  

which in c re a s e s  p ro d u c tiv e  c a p a c i ty .  Otherwise, he su re ly  

would n o t  have viewed th e  l e v e l  o f  food consumption, a main

tenance  c o s t ,  as investment.^** C lea r ly ,  q u a l i t a t i v e  or 

q u a n t i t a t i v e  improvements in  food may be investm ent, bu t no t 

a s t a t i c  l e v e l  o f food. The d i s t in c t io n  being made i s ,  of 

co u rse , t h a t  concern p r e s e n t ly  focuses on what i s  commonly 

c a l le d  n e t  investm ent whereas Schultz  seems to  have re fe ren ce  

to  g ro ss  inves tm en t.

No doubt th e r e  a re  n e t  investm ent elements in  p r iv a te  

consumption e x p en d i tu re s .  However, the C ity  Workers' Family 

Budget i s  r a t h e r  s t r i n g e n t  on such items — fo r  example, the  

moderate s ta n d a rd  budget fo r  sp r in g ,  1967, con ta ins  a p ro v i

s io n  of $55.50 fo r  school and co lleg e  expenses, in c lu d in g

23Theodore W. S c h u l tz ,  "Investment in  Human C a p i ta l ,"  
American Economic Review, LI (March, 1961), 1-5.

^^These d i s t i n c t i o n s  a r i s e ,  however i n v o lu te ly , in  
the  review works by B. F. H iker, "The H is to r ic a l  Roots of the 
Concept o f Human C a p i ta l , "  Jo u rn a l  of P o l i t i c a l  Economy, LXXIV 
(October, 1966), 481-499, and Human C ap ita l ;  In R e trospec t 
(Columbia, South C a ro lin a :  Bureau of Business and Economic
Research, 1968).
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"books, s u p p l i e s ,  t u i t i o n ,  fe e s ,  e tc ." ^   ̂ I t  thus  seems a 

minor l i m i t a t i o n  to  proceed w ithout th e  consum ption/investm ent 

d i s t i n c t io n  in  the  p r iv a te  s e c to r ,  a lthough r e t a in in g  i t  i s  a 

necessary  elem ent in  the  p u b lic  s e c to r .

Procedure

The e s t im a tin g  procedure fo r  e s s e n t i a l  p u b lic  

expend itu res  must then take the  le v e l  o f such expend itu res  as 

a s ta n d a rd ,  and a d ju s t  t h i s  magnitude according  to  the  

consum ption/investm ent d i s t i n c t i o n .  Not a l l  government 

expend itu res  a re  su b je c t  to  t h i s  d i s t i n c t i o n .  Some re p re se n t  

in  to to ,  o r  very  n e a r ly  so, c u rre n t  s o c ia l  consumption. For 

example, ex p en d itu re s  fo r  genera l government a d m in is t ra t io n  

and c i v i l i a n  s a f e ty  a re  e s s e n t i a l l y  "used up" in  the  c u rre n t  

pe rio d . Some o th e r  expend itu res ,  no tab ly  t r a n s f e r  payments 

and defense  e x p en d itu re s ,  a re  n e i th e r  e s s e n t i a l  consumption 

nor in v es tm en t.  S t i l l  o th e r s ,  such as re sea rch  and develop

ment f in a n c in g ,  a re  to  be regarded  as pu re ly  investm ent.

Thus, th e  consum ption/investm ent d i s t i n c t io n  does no t come 

in to  p lay  i n  cases  invo lv ing  pure consumption, e s s e n t i a l  o r 

n o n e s s e n t ia l ,  o r  pure investm ent.

Only f o r  the  remainder of p u b l ic  e x p en d itu re s ,  

p r im a r i ly  in  th e  a reas  of h e a l th ,  ed uca tion , and p u b l ic  works,

25U .S .,  Department of Labor, Bureau o f  Labor S t a t i s t i c s ,  
3 Standards o f  Living: For an Urban Family of Four P e rso n s , 
B u l le t in  1570-5 (Washington, D.C.: Government P r in t in g  O ff ice ,
1968), p. 65.
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i s  th e  consum ption/investm ent d i s t i n c t i o n  r e le v a n t .  In a l l  

th e s e  c a se s ,  e s t im a tio n  i s  hampered due to  the  lack  of a 

c a p i t a l  budget fo r  the  p u b l ic  s e c to r .  Hence, i t  would be 

exceed ing ly  d i f f i c u l t  to  approach th e  problem d i r e c t l y ,  

a t tem p tin g  to  d i f f e r e n t i a t e  government expend itu res  by t h e i r  

c h a r a c te r ,  t h a t  i s ,  to  d i f f e r e n t i a t e  between expend itu res  

which a re  to  p rov ide  c u r r e n t  s e rv ic e s  and expend itu res  on 

b u i ld in g s  and th e  l ik e  which y ie ld  s e rv ic e s  through time.

Thus, th e  problem i s  h e re in  approached from the 

o u tp u t  s id e .  In  the  case  o f  roads and p u b lic  u t i l i t i e s ,  

p r o p o r t io n a l i t y  i s  assumed to  e x i s t  between t h e i r  necessa ry  

l e v e l  and th e  l e v e l  o f t o t a l  o u tp u t .  T here fo re , r a t i o s  

m easuring th e  change in  GNP through time a re  used to  a ss ig n  

ex p en d itu re s  in  th ese  a reas  to  consumption and investm ent.

In  th e  case  o f  edu ca tio n , r a t i o s  measuring changes in  th e  

s i z e  and l e v e l  o f  e d u ca tio n a l  a t ta in m e n t  of the  la b o r  fo rce  

a re  used t o  make t h i s  assignm ent. F in a l ly ,  in  the  case  of 

ex p en d itu re s  f o r  h e a l th  and h o s p i t a l  s e rv ic e s ,  r a t i o s  i n d i 

c a t in g  changes in  the  l e v e l  o f h o s p i t a l  use a re  employed to  

make th e  assignm ent.

C a p i ta l  Consumption

The second element o f  e s s e n t i a l  s o c ia l  consumption i s  

c a p i t a l  consumption. C onceptually , c a p i t a l  consumption i s  

s t r a ig h t fo rw a rd .  I t  i s  th e  decrease  of u se fu ln ess  in c u rre d  

by th e  p ro d u c tiv e  p la n t  through use and th e  passage of tim e.
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In  annual terms^ i t  i s  the  amount o f  the  c a p i t a l  s tock  used

up o r  consumed in  p roduction  during  the  y e a r .

For in s ta n c e ,  i f  a . . . machine l a s t s  fo r  10 y e a r s ,  
i t  i s  p l a in  t h a t  during  t h a t  working p e r io d  i t s  t o t a l  
va lue  i s  g radu a lly  t r a n s f e r r e d  to  th e  p roduct o f th e  
10 y e a r s .

As rega rds  th e  means o f  p ro d u c tio n , what i s  r e a l ly  
consumed i s  t h e i r  u se -v a lu e .  . . .  .

F u r th e r ,  a lthough  the  ev en tu a l  u s e f u l  l i f e  o f  an in d iv id u a l  

p iec e  o f  c a p i t a l  cannot be known in  advance, i t s  expected use

f u l  l i f e  can be known. For j u s t  as the  im p o s s ib i l i ty  o f  p re 

d i c t in g  th e  l i f e  span of in d iv id u a l  human beings does n o t  

p rev en t  th e  use o f  a c t u a r i a l  p r i n c i p l e s .

So i t  i s  w ith  th e  in s trum en ts  o f  lab o u r .  I t  i s  known 
by experience  how long on the  average a machine of a 
p a r t i c u l a r  k ind w i l l  l a s t . ^  ^

C a p ita l  Consumption in  Contemporary 
C ap ita l ism

However, upon a change in  focus to  the  search  f o r  an 

e m p ir ic a l ly  o p e ra t io n a l  d e f i n i t i o n  o f  c a p i t a l  consumption in  

contemporary c a p i ta l i s m ,  one encounters  a severe  lo s s  o f th e  

d i r e c tn e s s  c h a r a c t e r i s t i c  o f  the  concept in  the  a b s t r a c t .

F i r s t  o f  a l l ,  th e  prominence of te c h n o lo g ic a l  change causes 

obso lescence  and replacem ent of c a p i t a l  goods p r io r  to  th e  

end o f  t h e i r  u se fu l  l i f e .  This c r e a te s  a c o n f l i c t  between 

pure d u r a b i l i t y ,  the  r e t e n t io n  of c ap a c i ty  fo r  p roductive  use .

Marx, C a p i t a l , Vol. I ,  pp. 203 and 207, 

^ ^ I b i d . , p. 203.
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and tec h n o lo g ic a l  d u r a b i l i t y ,  th e  capac ity  fo r  e f f i c i e n t  

p roductive  use r e l a t i v e  t o  a l t e r n a t iv e  c a p i t a l .

Nor i s  obso lescence  a sim ple concept. To the  co n tra ry , 

as Royall Brandis dem onstra tes , th e re  a re  no t only a v a r ie ty  

of forms o f  te c h n o lo g ic a l  obsolescence, b u t  a lso  se v e ra l  forms 

of pu re ly  s o c i a l  and economic obsolescence.^® The l a t t e r  are  

in s tan c es  wherein a c a p i t a l  good "wears out" due to  such 

th ings  as demand s h i f t s  o r  demographic changes, n o t  because i t  

i s  l e s s  e f f i c i e n t  than an a l t e r n a t iv e ,  b u t  because a dec lin e  

in  th e  need fo r  i t s  o u tpu t occu rs .

I t  i s  no t  a t  a l l  c le a r  whether th e  c r i t e r i o n  fo r  

d e l in e a t in g  the  u se fu l  l i f e t im e  o f  a c a p i ta l  good i s  p h y s ica l  

d u r a b i l i t y ,  te c h n o lo g ic a l  d u r a b i l i t y ,  o r economic d u r a b i l i t y .  

Indeed, th e  q u e s t io n  probably  revo lves e n t i r e ly  around the  

c ircum stances o f  a n a ly s i s .  Thus, i f  the  an a ly s is  concerns 

b u s in ess  b e h av io r ,  t h a t  p sy cho lo g ica l  wasteland, economic or 

even f i n a n c ia l  l i f e t im e s  may be e n t i r e l y  ap p ro p r ia te .

I t  i s  c l e a r ,  however, t h a t  much economic obsolescence 

could be avoided v ia  improved s o c ia l  p lanning . This follows 

la rg e ly  from th e  f a c t  t h a t  p roduction  c a r r ie d  out under a 

r a t i o n a l  p lan  would p r a c t i c a l l y  so lv e  th e  d i s p ro p o r t io n a l i ty  

problem. Capacity  would be e s ta b l is h e d  s e c to r a l ly  and geo

g ra p h ic a l ly  in  c o o rd in a tio n  w ith  th e  s o c ia l ly  planned budget, 

not according to  th e  p r o f i t  e x p ec ta tio n s  of a myriad of

2 8Royall B rand is , "Obsolescence and Investm ent,"  
Jo u rn a l  of Economic I s s u e s ,  I  (September, 1967), 169-172.
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independent dec is ion -m akers . Thus, the  phenomenon noted by 

S te in d l  o f  cap a c i ty  expansion in  the  face o f  d ec l in in g  u t i l i 

za t io n  o f  c a p a c i ty  and o th e r  forms o f  "com petitive  waste" 

would be avoided.^^ Economic obsolescence i s  th e re fo re  p rop

e r ly  consid ered  a su rp lu s  element in  the c u r re n t  co n tex t.

Under a r a t i o n a l l y  planned system, tech n o lo g ica l  

obsolescence  could be in c re a sed  o r  decreased. The r a t i o n a l  

p lann ing  o f  s c i e n t i f i c  and te c h n o lo g ic a l  development and im

p lem en ta tion  invo lves s o c i a l  judgments on a v a r ie ty  of f a c to r s  

which a re  n o t  knowable a p r i o r i . However, from the  vantage 

p o in t  o f  e s s e n t i a l  c a p i t a l  consumption, tec h n o lo g ic a l  obso

lescence  must be viewed as c a p a c i ty - in c re a s in g  investm ent and 

th e r e f o re  excluded from n ecessa ry  c o s ts  of p roduction . Thus, 

in  the  c u r r e n t  paper, the  view of Frankel t h a t  a c a p i ta l  

good 's " d u r a b i l i ty "  o r p h y s ic a l  l i f e  i s  ap p ro p r ia te  for 

d e p re c ia t io n  purposes i s  accep ted .

29J .  s t e i n d l .  M atu rity  and S tagnation  in  American Capi
ta l i sm  (Oxford: B a s i l  B lackv;ell, 1952), pp. 4-14. See a ls o
the  c l a s s i c ,  bu t  s t i l l  h ig h ly  u s e f u l ,  u n in te n t io n a l  indictm.ent 
o f the  anarchism of c a p i t a l i s t  p roduction  in  the  four-volum.e 
Brookings I n s t i t u t i o n  study : Edwin G. Nourse and A sso c ia te s ,
A m erica 's  Capacity  to  Produce (Washington, B.C.: Brookings
I n s t i t u t i o n ,  1934); Maurice Leven, Harold G. Moulton, and 
Clark Warburton, Am erica's Capacity  to  Consume (Washington, 
D.C.: Brookings I n s t i t u t i o n ,  1934); Harold G. Moulton, Income
and Economic P rogress (Washington, B .C .: Brookings I n s t i t u 
t io n ,  1935); and Harold G. Moulton, The Formation of C a p ita l  
(Washington, B .C .: Brookings I n s t i t u t i o n ,  19 35).

^^Marvin F rankel, "Obsolescence and Technical Change," 
American Economic Review, XLV (June, 1955), 299ff.
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This conceptual acceptance done, however, the  problems 

caused by the  v a rio u s  types of obsolescence a re  no t  completely 

removed. For economic and te c h n o lo g ic a l  obsolescence, to  the  

e x te n t  t h a t  they precede p h y s ic a l  obsolescence, deny the 

experience  upon which Marx depended fo r  the de term ina tion  of 

th e  average u se fu l  l i f e t im e s  of c a p i t a l  goods.^  ̂ In s h o r t ,  

i f  usab le  machines a re  rep la ce d  a f t e r  ten  years of u se , th e re  

i s  no b a s is  of rep ea ted  experience  fo r  a sc e r ta in in g  whether 

t h e i r  p h y s ic a l  l i f e t im e s  number e le v en ,  twenty, o r  t h i r t y  

y e a rs .

There a re  a d d i t io n a l  problems encountered in  account

ing  p r a c t ic e s  which a re  embodied in  th e  aggregate c a p i ta l  

consumption e s t im a te s  made by the  O ff ice  of Business Econom

i c s .  In  h is  a ttem pt to measure " r e a l  d e p re c ia t io n  in  the 

USA," th e  Sov ie t economist G o lansk ii  emphasizes the  infamous 

p ro d u c tive /un p rodu c tive  d i s t i n c t i o n  :

. . . American s t a t i s t i c s , ig n o r in g  the d i s t in c t io n  
between p rod uc tive  and unproductive  sp h e re s , include 
in  d e p re c ia t io n  o f  f ix ed  c a p i t a l  th e  wear and t e a r  
on dw ellings and o ther  b u i ld in g s  and property  which 
do n o t  p a r t i c i p a t e  in  p ro d u c tio n .

This d i s t i n c t i o n  between p ro d u c tiv e  and unproductive c a p i ta l

i s ,  o f  co u rse , n o t  employed in  th e  c u r re n t  paper. In s tead ,

c o s ts  o f production  h e re in  invo lve  th e  e s s e n t ia l /n o n e s s e n t ia l

^^See Baran and Sweezy, Monopoly C a p i ta l , pp. 99-100. 

32M. G o lan sk ii ,  "Methods Employed to R eca lcu la te  the  
N ationa l Income o f  th e  U .S .A .,"  Problems of Economics, I I  
(March, 1960), 57-63.
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d i s t i n c t i o n .  Thus, fo r  example, d e p re c ia t io n  on dwellings i s  

a t  l e a s t  in  p a r t  a c o s t  o f  p roduction .

T his lead s  to  th e  ques tion  as to  the  n e c e s s i ty  of 

va rious  f ix ed  c a p i t a l .  No d i r e c t  a ttem pt i s  made to  d ep le te  

d e p re c ia t io n  on n o n e s se n t ia l  c a p i t a l  s tock . R a th e r ,  th e  de

l e t i o n  i s  made i n d i r e c t l y  when th e  e s s e n t i a l  consumption 

e s t im a te s  a re  a d ju s te d  fo r  su rp lu s  elements in  market p r i c e s .  

Thus, th e  c o s ts  o f  p roduction  in  such a reas  as a d v e r t i s in g ,  

p u b lic  r e l a t i o n s ,  and f in an ce  a re  to  be d e le te d  from essen

t i a l  consumption. Moreover, d e p re c ia t io n  charges in  such 

a reas  a re  r e l a t i v e l y  low owing to  t h e i r  labo r  in te n s iv e  

n a tu re .

Other problems r e l a t e d  to  c u r re n t  accounting p ra c t ic e s  

a re  th e  use of o r ig in a l  c o s t  r a th e r  than replacement c o s t ,  the 

d i s t o r t i o n  of th e  time d i s t r i b u t i o n  of d e p re c ia t io n  by le g a l  

changes, th e  in c lu s io n  o f  some c a p i t a l  expenditu res  in  c u rre n t  

expenses, and th e  lack  o f  a c a p i t a l  budget in  the  p u b l ic  sec 

t o r .   ̂  ̂ The o v e ra l l  e f f e c t  o f  th e se  problems must su re ly  be

33These problems a re  v a r io u s ly  d iscussed  in  the  
l i t e r a t u r e .  See, fo r  example, th e  fo llow ing: Robert E isn e r ,
"D eprec ia tion  Allowances, Replacement Requirements, and 
Growth," American Economic Review, XLII (December, 1952) , 820 
and 831, and "D eprec ia tion  Under th e  New Tax Law," Harvard 
Business Review, XXXIII (January -F ebruary , 1955), 56-74; 
N a tiona l Bureau o f  Econom.ic Research, A C ri t iq u e  of th e  U.S. 
Income and Product Accounts, S tud ies  in  Income and W ealth, 
Vol. XXII (Princeton , N .J .:  P r in ce to n  U n ivers ity  P re s s ,  1958), 
e s p e c ia l ly  77-80, 85-91, 252-263, and 431-447; and U .S .,  De
partm ent o f  Commerce, O ff ice  o f  Business Economics, U.S. 
Income and Output (Washington, D.C.: Government P r in t in g
O ff ice ,  1958), pp. 1 1 5 f f .
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toward an overs ta tem en t o f  d e p re c ia t io n  f o r  a given y e a r .

The only one tend ing  toward understa tem ent i s  th e  use of 

o r ig in a l  c o s t  in a p e r io d  o f  upward p r ic e  movement. Aside 

from .the  t h e o r e t i c a l  is su e  o f  whether o r ig in a l  o r  replacem ent 

c o s t  i s  th e  proper p o in t  o f  concern,^  ̂ th e  magnitude o f  t h i s  

e f f e c t  i s  su re ly  o f f s e t  by the  tendencies  toward ove rs ta tem en t.  

The t re a tm e n t  of p r i c e  and ta x  law changes i s  c l a r i f i e d  in  

the  p ro ced u ra l  d is c u s s io n  immediately below, and th e  p rob

lem o f  th e  government’s c a p i t a l  budget i s  waived h e re in .

As fo r  c a p i t a l  o u t la y s  charged to  c u r re n t  expense, th e  Of

f i c e  of Business Economics e s t im a te s  such o u tlay s  and t h e i r  

d e p re c ia t io n  fo r  equipment w ith  a l i f e  expectancy in  excess 

o f one y e a r  and f o r  c e r t a i n  e x p lo ra t io n  expenses a s s o c ia te d  

w ith  n a tu r a l  re so u rces  e x p lo i t a t io n .  Hence, th e  problem i s  

n eg lec ted  he re in  as being  r e l a t i v e l y  i n s i g n i f i c a n t .

Procedure fo r  E stim a tin g  E s s e n t ia l  
C a p i ta l  Consumption

The procedure adopted to  e s t im a te  c a p i t a l  consumption 

c o n ce n tra te s  mainly on avoid ing  th e  d i s t o r t i o n  caused by

3 4 Allan H. Young, " A lte rn a t iv e  E stim ates  o f C orporate  
D eprec ia tion  and P r o f i t s :  P a r t s  I and I I , "  Survey o f  C u rren t  
B u sin ess , XLVIII (A p ri l ,  1968) , 17-28, and (May, 1968) , 16-28.

^^E isner, "D ep rec ia t ion  Allowances, Replacement Require
ments and Growth," pp. 820 and 831, cha llenges  the  t r a d i t i o n a l  
view t h a t  th e  use o f  o r i g in a l  c o s t  i s  a d i s t o r t i o n .
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l e g a l  changes. The method and d a ta  provided by Allan H.

Young^^ a re  used. Young uses se v e ra l  a l t e r n a t iv e  methods 

fo r  e s t im a t in g  d e p re c ia t io n .  The one used he re in  i s  the  one 

des ig n a ted  " h i s t o r i c a l  c o s t ,  s t r a i g h t  l in e ,  F se rv ic e  l i v e s . "  

" H is to r i c a l  c o s t"  r e f e r s  to  o r ig in a l  c o s t  and " s t r a i g h t  l in e "  

to  one of s e v e ra l  accounting  methods fo r  the  trea tm en t of 

d e p re c ia t io n .  The term "F s e rv ic e  l iv e s "  r e f e r s  to  the  

schedule  o f  s e rv ic e  l iv e s  o f c a p i t a l  goods, as p e r io d ic a l ly  

pu b lish ed  by th e  I n t e r n a l  Revenue S e rv ice . For a l l  y e a rs ,  

th e  one used by Young fo r  th e  d e s c r ip t io n  in  question  is  th e  

r e v is e d  e d i t i o n  of 1942 .^̂

Young's d a ta  in c lu d e  only n o n f in an c ia l  c o rp o ra t io n s ,  

o m it t in g  o th e r  b u s in e sse s  and r e s i d e n t i a l  s t r u c tu r e s .  There

f o re ,  to  g e t  f ig u re s  r e l e v a n t  to  th e  c u rre n t  study , h is  f i g 

u res  fo r  n o n f in a n c ia l ,  co rp o ra te  d e p re c ia t io n  a re  f i r s t  

d iv id e d  by th e  O ff ice  o f  Business Economics' n o n f in an c ia l  

c o rp o ra te  d e p re c ia t io n  f ig u re s .  Then, t h i s  r a t i o  i s  a p p lied  

to  th e  t o t a l  d e p re c ia t io n  f ig u re s  o f  the  O ffice  of Business 

Economics to  e s t im a te  th e  re le v a n t  d e p re c ia t io n  f ig u re s .

This procedure  i s  su b je c t  to  se v e ra l  l im i ta t io n s .

For one, t h e r e  i s  evidence t h a t  the  B u l le t in  F s e rv ic e  l iv e s

^^Young, "A l te rn a t iv e  Estim ates of Corporate 
D ep rec ia t io n  and P r o f i t s :  P a r ts  I  and I I . "

37U .S .,  Treasury  Department, I n te rn a l  Revenue S e rv ice , 
B u l le t in  F ( re v ise d  January , 1942), Income Tax, D ep rec ia t io n , 
and O bsolescence, Estim ated Useful Lives and D eprecia tion  
Rates (Washington, D.C.: Government P r in t in g  O ff ice ,  1942).
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are  somewhat l e s s  than a c tu a l  s e rv ic e  l iv e s  — although th e re  

i s  a lso  c o n tra ry  evidence.^® Moreover, due to  techn o log ica l  

and economic obso lescence , a c tu a l  s e rv ic e  l iv e s  may be 

assumed to  f a l l  s h o r t  o f  p h y s ic a l  s e rv ic e  l i v e s ,  the  concept 

deemed a p p ro p r ia te  h e re in .  A lso, i t  may be expected th a t  

the  s e rv ic e  l iv e s  o f r e s i d e n t i a l  s t r u c tu r e s  a re  g re a te r  than 

those  fo r  co rp o ra te  c a p i t a l  goods. To o f f s e t  th ese  o v e rs ta te 

ment ten denc ies  to  some degree, o r i g in a l  c o s t  r a th e r  than 

replacem ent c o s t  f ig u re s  a re  used. S t i l l ,  however, the 

d e p re c ia t io n  f ig u re s  so derived  run f a r  h ig h er  than those 

derived  by G olansk ii and P h i l l i p s ,  even a f t e r  th e  l a t t e r  are 

ad ju s ted  to  inc lude  d e p re c ia t io n  on "unproductive" c a p i ta l .

The a u th o r  views th e se  d e p re c ia t io n  e s t im a te s  as one of the 

weakest p o in ts  in  the  c u r r e n t  study.

P re se rv a t io n  of N a tu ra l Resources

The t re a tm e n t  o f  n a tu r a l  re so u rce s  d e p le t io n  is  

p a r t i c u l a r l y  d i f f i c u l t  both  c o n cep tu a lly  and e m p ir ic a lly .

There i s  sen tim en t fo r  r e t a in in g  th e  c l a s s i c a l  view th a t  

n a tu ra l  resou rces  a re  f re e  and d e r iv e  such p ro d u c t iv i ty  as 

they embody, a t  l e a s t  in  th e  value se n se ,  from th e  labor and 

c a p i t a l  necessary  to  d isco ver  and e x t r a c t  them. On the o ther  

hand, in  th e  face  o f  growing e c o lo g ic a l  concern, t h i s  view i s  

su b je c t  to  i n t e r p r e t a t i o n  o r  m is in te r p re ta t io n  as involving

38Young, " A l te rn a t iv e  Estim ates o f Corporate  Deprecia
t io n  and P r o f i t s :  P a r ts  I and I I , "  P a r t  I I ,  pp. 18-19.
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s in g u la r  neg ligence  tov.-ard a c ru c ia l  s o c ia l  problem. The 

O ffice  o f  Business Economics p r a c t ic e  of inc lud ing  dep le tion  

requirem ents in  p r o f i t s  r a th e r  than c a p i ta l  consumption may 

be construed  as r e in fo rc in g  th e  c l a s s i c i s t s '  view, although 

the  unders tandab le  admixture o f  concept and convenience in 

volved p rec ludes  d e f in i te n e s s  in  t h i s  in te rp re ta t io n .^ ^

For p re s e n t  purposes, the  d ep le tio n  allowances 

a ffo rded  to  bu s in ess  firms a re  no t ap p ro p r ia te .  These a llow 

ances a re  t o t a l l y  le g a l  c o n s t ru c ts ,  devoid of b a s is  upon any 

s o c ia l  consumption concept. Nor are  th e se  allowances 

r e t r i e v e d  fo r  purposes of ad justm ent. Rather, public expen

d i tu re s  fo r  the  conserv a tion  and development of n a tu ra l  and 

a g r i c u l tu r a l  re so u rces  a re  deemed as th e  appropria te  p ro x i

mate magnitudes of s o c ia l  consumption. For ease  of p resen 

t a t i o n ,  da ta  on these  p u b l ic  expend itu res  are presented w ith  

general s o c ia l  overhead, r a t h e r  than w ith  c a p i ta l  consumption.

39For cogent l i t e r a t u r e  on the problems of t r e a t in g  
d e p le t io n  a llo w ances , see th e  various au thors in  National 
Bureau o f  Economic Research, A C ri t iq u e  of the United S ta te s  
Income and Product A ccounts, e s p e c ia l ly  pp. 93-94, 264-256, 
and 487-504.



CHAPTER IV

ESTIMATION OF PERSONAL ESSENTIAL 

CONSUMPTION

BLS C ity  Workers* Family Budget 

The Bureau of Labor S t a t i s t i c s  C ity  W orkers' Family 

Budget embodying th e  "modest b u t adequate" s tand ard  of l i v 

ing  i s  the  budget concept to  be used in  e s t im a t in g  perso na l 

e s s e n t i a l  consumption.^ This budget was p r ic e d  by the  BLS 

se v e ra l  tim es in  th e  1946-1970 i n t e r v a l .  The average c o s t  

of the  "goods and s e rv ic e s "  o r  th e  "family consumption" 

expend itu res  p o r t io n  o f  th e  budget i s  given in  Table 1. The 

average c o s ts  fo r  1946-1959 a re  computed d i r e c t l y  by tak ing  

th e  mean o f  the  BLS d a ta .  Those fo r  1966-1970 use the 

average p rov ided  by th e  BLS under the d e s c r ip t io n  "urban 

United S t a te s . "  However, the f ig u re s  as given by the  BLS 

fo r  t o t a l  fam ily  consumption have been a d ju s te d  to  d e le te  

th e  in c re a sed  budget c o s t s  due to  allowance fo r  homeowner- 

sh ip . These in c re a se d  c o s ts  inc lud e  items such as p rop erty  

ta x e s ,  i n t e r e s t ,  and insurance^ which a re  no t e s s e n t i a l .

^For th e  reasons fo r  t h i s  choice, see Chapter I I ,  above, 

2
P h y l l i s  Groom, "A New C ity  Workers' Family Budget," 

Monthly Labor Review, XC (November, 1967), 1-2.
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TABLE 1 
CITY WORKER'S FAMILY BUDGET, SELECTED DATES, 1946-1970  

(in current dollars)

Date
Average Cost for 

Specified Location Adjusted Average 
Description of Location Cost

Goods & Services

March, 19 4 6 $2,517 34 large cities $2,536
June, 1947 2 ,970 II 2 ,912
October, 1949 3,244 t i 3,178
October, 1950 3,388 I f 3, 319
October, 1951 3,713 3, 635
Autumn, 19 59 5,165 20 large cities & suburbs 5,069

Family Consumption

Autumn, 19 6 6 $6,851 39 metropolitan & non- $6,7 89
metropolitan areas

Spring, 1967 6,747 II 6, 827
Autumn, 19 6 8 7,138 I I 7,218
Spring, 1970 7,673 II 7,753

U 1
<x>

Source: U.S., Department of Labor, Bureau of Labor Statistics, Workers' Bud
gets in the U.S.; City Families and Single Persons, 1946 and 1947, Bulletin 9 27 
(Washington, D.C.: Government Printing Office, 1948) , pp. 28-30, and Handbook of
Labor Statistics, 1950 Edition, Bulletin 1016 (Washington, D.C.: Government Print-
ing Office, 1950), p. 122. Eunice M. Knapp, "City Workers' Family Budget for Octo
ber, 1951," Monthly Labor Review, LXVI (May, 1952) , 521. Helen H. Lamale and 
Margaret S. Stotz, "The Interim City Workers' Family Budget," ibid. , LXXXIII (August, 
1960), 787 and 803. Phyllis Groom, "A New City Workers' Family Budget," ibid., XC 
(November, 1967), 3. Jean C. Brackett, "Nev/ BLS Budgets Provide Yardsticks for 
Measuring Family Living Costs," ibid., XCII (April, 1969), 8 and 12. Elizabeth Ruiz, 
"Spring 1970 Cost Estimates of Urban Family Budgets," ibid., XCIV (January, 1971),
60.
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Also, t h i s  procedure r e t a in s  a consis tency  w ith e a r l i e r  

budgets which w i l l  prove necessary  when th e  p e rso n a l  consump

t io n  f ig u re  i s  a d ju s te d  fo r  su rp lu s  elements in  market p r ic e s .  

The method f o r  d e le t in g  the homeowner c o s ts  fo r  1966 and 1967 

i s  t o  s u b t r a c t  the  s h e l t e r  c o s ts  fo r  r e n t e r  fa m il ie s  from the 

s h e l t e r  co s ts  fo r  a l l  f a m i l ie s ,  and then to  s u b t r a c t  th i s  

d i f f e re n c e  from the fam ily consumption t o t a l . ^  For 1968 and 

1970, rough f ig u re s  were ob ta ined  by applying th e  r a t i o  of 

the  change in  t o t a l  housing c o s t  in  1967 to  t o t a l  housing 

co s t  in  1967 to  th e  196 8 and 1970 t o t a l  housing c o s t  f ig u re s .

The a d ju s te d  average c o s t  column in c ludes  a d d it io n s  

and deductions  from th e  BLS f ig u r e s .  For 1946-1959, the  BLS 

in c lu ded  a ca tegory  " g i f t s  and c o n tr ib u tio n s"  in  i t s  goods 

and s e rv ic e s  budget. This category  amounted to  2 .7  p e rcen t  

o f th e  t o t a l  c o s t  of goods and se rv ic e s  in  1946-1951“* and 

2.4 p e rc e n t  i n  19 59.® This category  in c ludes  a l l  g i f t s  to

See U .S .,  Department o f Labor, Bureau o f  Labor S ta 
t i s t i c s ,  C ity  Workers' Family Budget: For a Moderate Living 
S tandard , Autumn, 1966, B u l le t in  1570-1 (Washington, D.C.: 
Government P r in t in g  O ff ic e ,  1967), p. 9. Jean C. B ra ck e tt ,
"New BLS Budgets Provide Y ardsticks fo r Measuring Family Liv
ing C osts ,"  Monthly Labor Review, XCII (A pril , 1969) , 8. 
E l iz a b e th  Ruiz, "Spring 19 70 Cost E stim ates fo r  Urban Family 
Budgets," i b i d . , XCIV (January, 1971), 60.

4
U .S .,  Department o f Labor, Bureau of Labor S t a t i s t i c s ,  

Workers' Budgets in  th e  United S ta te s :  C ity  Fam ilies and Single 
Persons , 1946 and 1947, B u l le t in  927 (Washington, D.C.: Gov
ernment P r in t in g  O ff ic e ,  1948), p. 40.

^Helen H. Lamale and Margaret S. S to tz ,  "The In terim  
City Workers' Family Budget," Monthly Labor Review, LXXXIII 
(August, 1960), 801.
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members ou ts id e  the  fam ily  and a l l  c o n tr ib u t io n s  to  r e l i g io u s  

o r  c h a r i ty  o rg a n iz a t io n s .  Although a case can be made fo r  

in c lu s io n  of customary p e rso n a l  g i f t - g iv in g  in  e s s e n t i a l  con

sumption, th e re  i s  no case fo r  in c lu d in g  church a c t i v i t i e s  

and only a weak case fo r  c h a r i ty  a c t i v i t i e s .  T here fo re , 

s in c e  no evidence i s  a v a i la b le  concerning the  p ro p o r t io n  of 

p e rso n a l  g i f t - g iv in g  in  the  t o t a l ,  the  e n t i r e  category i s  

excluded from the  a d ju s te d  average c o s t .  Such an adjustm ent 

i s  unnecessary fo r  19 65 and a f t e r  s in c e  the  category  i s  

s e p a ra te d  from fam ily consumption in  th e  BLS da ta .

The BLS in  a l l  cases t r e a t s  th e  occupational expenses 

item  as a s e p a ra te  f ig u re .  These expenses are  judged essen

t i a l  and are inc luded  in  the  e s s e n t i a l  consumption f ig u re .

For 1946-1951, the  occu p a tio n a l  expense ad d it io n  i s  $22;® 

fo r  1959, i t  i s  $28;’ and fo r  1966-1970, i t  i s  $80.®

In two years ad justm ents  were made to  a l ig n  the 

f ig u re s  w ith  l a t e r  BLS m ethodological procedures and 

c o r r e c t io n s .  For 1946, $65 has been added to  r e f l e c t  such

U .S., Department of Labor, Bureau of Labor S t a t i s t i c s ,  
Workers' Budgets in  th e  United S ta te s :  . . . , 1946 and 1947, 
p .  40.

"^Lamale and S to tz ,  "The In te r im  City Workers' Family 
Budget," p.  787.

p
U.S., Department of Labor, Bureau of Labor S t a t i s t i c s ,  

C ity  Workers' Family Budget; . . . , Autumn, 1966, p. 9. U .S .,
Department of Labor, Bureau of Labor S t a t i s t i c s ,  3 Standards 
o f  L iv ing  for an Urban Family o f  Four, B u l le t in  1570-5 
(Washington, D.C.: Government P r in t in g  O ff ice , 1969), p . 15.
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a m ethodological c h a n g e /  and fo r  1966, a deduction of 

$142 i s  necessary  fo r  the  same r e a s o n . ’ "

In a l l  c a se s ,  th e  BLS p re se n ts  se p a ra te  f ig u re s  

p rov id ing  fo r  l i f e  in su rance  premiums, income and c a p i ta t io n  

ta x e s ,  and employee s o c i a l  s e c u r i ty ,  d i s a b i l i t y ,  and unemploy

ment assessm ents. These have been-om itted  h e re in .  Such of 

the  se rv ic e s  provided by th e se  fees  as are  judged necessary  

w i l l  be included  in  the  s o c ia l  overhead element o f e s s e n t i a l  

s o c ia l  consumption. I t  would thus  be double-counting to  

inc lude  them a t  t h i s  ju n c tu re .  F in a l ly ,  s a le s  taxes  and 

o th e r  tu rn o v er  charges and a v a r ie ty  of su rp lus  elements 

imbedded in  market p r ic e s  remain in  the  f ig u re s  to  t h i s  p o in t  

and a re  d e le te d  in  Chapter V.

WPA Maintenance Budget

P r io r  to  1946, when th e  Bureau of Labor S t a t i s t i c s  

f i r s t  p r ic e d  the  CWFB, th e re  i s  no r e a d i ly  a v a i la b le  budget 

s e r ie s  which i s  commensurate w ith  the  CWFB in both  the  modest 

bu t adequate p ro v is io n  and the s p a t i a l  and temporal scope of 

the  BLS s tu d ie s .  The H e l le r  Committee budgets a re  r a th e r  

near the  BLS budget concep tion , b u t  they a re  l im ite d

9
See U .S . , Department o f  Labor, Bureau of Labor 

S t a t i s t i c s ,  Handbook of Labor S t a t i s t i c s ,  1950 E d ition  
B u l le t in  1016 (Washington, D.C.: Government P r in t in g  O ff ic e ,
1950), p. 122n.

^^Jean C. B ra c k e t t ,  "New: BLS Budgets Provide Yard
s t i c k s  fo r  Measuring Family L iving Costs ,"  Monthly Labor 
Review, XCII (A pril ,  1969), 16.
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g eo g rap h ica lly  to  San F ran c isco . The WPA maintenance budget 

shares  th e  scope of the  CWFB through time and space, e spec i

a l l y  so s ince  the  BLS cooperated  in  p r ic in g  the budget in  

1935 and 19 37 and p r ic e d  i t  a lone fo r  se v e ra l  years t h e r e a f t e r .

However, the  maintenance concept of the  WPA budget 

i s  c l e a r ly  more s t r i n g e n t  in  i t s  p ro v is io n s  than th e  CWFB.

In 1943, the  l a s t  yea r  t h a t  th e  WPA budget was p r ic e d ,  i t s  

3 3 -c i ty  average v;as $1,59 3, whereas only  th ree  years l a t e r  

th e  f i r s t  CWFB p r ic in g  averaged $2,536 fo r  t h i r t y - f o u r  c i t i e s .  

A r e l a t i v e l y  sm all p e rcen tag e  of t h i s  change i s  a t t r i b u t a b l e  

to  p r i c e  changes in s o f a r  as th e  BLS Consumer P rice  Index is  

an a p p ro p r ia te  guide. Nor can the  change in  any p a r t  be 

a t t r i b u t e d  to  s e c u la r ly  in c re a s in g  s o c i a l  judgrr.ent as to what 

i s  n ecessa ry . Both budgets a re  based in  la rg e  p a r t  on consu

mer expend itu re  s tu d ie s  p r i o r  to  1941, and a change in  sc ien 

t i f i c  judgment concerning food adequacy was inco rpo ra ted  in to  

th e  maintenance budget by th e  BLS as e a r ly  as 1941.  ̂^

These same f a c to r s  which make i t  c le a r  th a t  a concep

t u a l  change i s  involved in  the  1943 to  1946 cos t  d i f f e r e n t i a l  

c o n ta in  a saving f e a tu r e .  That i s ,  they  allow a rough a d ju s t 

ment to  be made upon the  WPA budget so th a t  the  modest bu t 

adequate s tandard  can be approximated fo r  the  dates t h a t  the  

maintenance budget was p r ic e d .  This fo llow s from the  im plica

t io n  t h a t  th e  c o s t  d i f f e r e n t i a l  of the  1943 and 1946 budgets

U .S ., Department o f  Labor, Bureau o f  Labor S t a t i s t i c s ,  
Handbook of Labor S t a t i s t i c s ,  1941 E d i t io n , B u l le t in  694 (Wash
in g to n ,  D.C.: Government P r in t in g  O ff ice ,  1941), p. 99.
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i s  due to  p r ic e  changes and conceptual upgrading. T herefore , 

th e  d i f f e r e n t i a l  remaining a f t e r  adjustm ent f o r  p r i c e  changes 

i s  due to  the  concep tua l re v is io n .  Both budgets  were p riced  

in  March o f  th e  re s p e c t iv e  years. The Consumer P r ic e  Index 

f o r  March, 1943, was 122.9 and fo r  March, 1946, 130.4.

Hence, by forming a r a t i o  of 122.9 to  130.4 and m u ltip ly in g  

th i s  r a t i o  by th e  March, 1946, budget c o s t  o f  $2,536, the  

approximate f ig u re  fo r  the  CWFB in  1943 is  found to  be $2,389. 

By forming a r a t i o  of the  $2,389 f ig u re  to th e  1943 m ainte

nance budget c o s t  o f  $1,593, an adjustm ent f a c to r  of 1.4997 

i s  determ ined. This f a c to r  rounded to  1.5 i s  then  m u lt ip l ie d  

by th e  maintenance budget cost fo r  o th e r  y e a rs  to  approximate 

the  CWFB fo r  th o se  y e a r s .  ̂  ̂ The average c o s t  o f  th e  mainte

nance budget f o r  a v a i la b le  dates and the  a d ju s te d  average c o s t  

fo r  th e s e  d a te s  i s  p resen ted  in Table 2. For convenience, the  

p e rso n a l  e s s e n t i a l  consum.ption f ig u re s  a t  th e  modest bu t  ade

quate  s tan d ard  a re  brought to g e th er  in  Table 3. I t  i s  worth 

r e i t e r a t i n g  t h a t  th e se  f ig u res  con ta in  su rp lu s  elements such 

as t a x e s ,  p ro p e r ty  incomes, and business  w astes  which are  

d e le te d  in  Chapter V.

12U .S ., Department of Labor, Bureau o f  Labor S t a t i s t i c s ,  
Handbook of Labor S t a t i s t i c s ,  1950 E d i t io n , p. 100.

^^As a t e s t ,  th e  9 8.1 CPI fo r  the  y e a r  1935 and the  
139.5 CPI fo r  1946 were used with the  r e s p e c t iv e  budget costs  
to  d e r iv e  an ad justm ent fac to r  by the  same method. These 
f ig u re s  y ie ld  a f a c to r  o f 1.489 6 which i s  judged no t 
s ig n i f i c a n t l y  d i f f e r e n t .
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TABLE 2

WPA MAINTENANCE BUDGET, SELECTED DATES, 1935-1943 
(in c u r re n t  d o l la r s ) ^

Date
Average

Cost
Location

D esc r ip tion
A djusted  to  

CWFB

March, 19 35 $1,197 59 c i t i e s $1,796
March, 19 37 1,275 31 c i t i e s 1,913
December,

1938 1,253 31 la rg e  c i t i e s 1,880
June and 

December, 
1939 1,277 33 la rg e  c i t i e s 1,916

March, 19 41 1,302 33 la rg e  c i t i e s 1,953
June and 

December, 
1942 1,535 33 la rg e  c i t i e s 2,303

March, 1943 1,593 33 la rg e  c i t i e s 2,390

Source: U .S .,  Works P rogress A d m in is tra t io n , D ivision
o f  S o c ia l  Research, I n t e r c i t y  D iffe rences  in  Costs o f  Living 
in  March, 19 35, 59 C i t i e s , Research Monograph 12 (Washington, 
D.C.: Government P r in t in g  O ff ic e ,  1937), pp. x ix  and 10.
F a i th  M. W illiam s, "Living Costs in  1938," Monthly Labor 
Review, XLVIII (March, 1939), 535. "Estim ated I n t e r c i t y  
D if fe re n ce s  in  Cost o f L iv ing , June 15, 19 39," i b i d . , L 
(November, 19 39), 1166. "Estim ated I n t e r c i t y  D iffe rences  in 
Cost o f  L iv ing , December 15, 19 39," i b i d . , LI (A pril ,  1940), 
572. "E stim ated  I n t e r c i t y  D iffe rences  in  Cost o f L iv ing ,
June 15, 1942," i b i d . , LV (September, 1942), 572. " I n t e r c i t y  
D if fe re n ce s  in  Cost o f L iv ing , December, 1942," i b i d . , LVI 
(A p ril ,  1943), 746. "Estim ated I n t e r c i t y  D iffe rences  in  Cost 
o f  L iv in g , March 15, 194 3," i b i d . , LVII (October, 1943), 804- 
805. A lso , U .S .,  Department o f  Labor, Bureau of Labor S t a t i s 
t i c s ,  Handbook o f  Labor S t a t i s t i c s ,  1941 E d i t io n , B u l le t in  694 
(Washington, D.C.: Government P r in t in g  O ff ic e ,  1941), p. 99.

In a l l  c a se s ,  $46.40 has been deducted f o r  l i f e  insurance 
premiums, $15.40 fo r  c o n tr ib u t io n s ,  and 0.2 p e rc e n t  of the  
t o t a l  budget fo r  income and c a p i ta t io n  taxes  — see U .S .,
Works P rog ress  A d m in is tra t io n , D ivision of S o c ia l  Research, 
I n t e r c i t y  D iffe rences  in  Costs of L iving in  March, 19 35, 59 
C i t i e s ,  pp. 6, 86, and 160.
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TABLE 3

ADJUSTED CITY WORKER'S FAI4ILY BUDGET FOR A 
FOUR-PERSON FAMILY, SELECTED YEARS, 

1935-1970 (in  c u r re n t  d o l la r s ) ^

Year Average Cost Year Average Cost

1935 $1,796 1949 $3,178
1937 1,913 1950 3,319
1938 1,880 1951 3,635
1939 1,916 1959 5,069
1941 1,953 1966 6,789
1942 2,303 1967 6,827
1943 2,390 1968 7,218
1946 2,536 1970 7,753
1947 2,912

^Source: Tables 1, 2, and t e x t •

Adjustments fo r Family C h a r a c te r i s t i c s

E qu iva lenc ies  fo r  Fam ilies  of 
D i f fe re n t  S izes

The CÏÏFB and the  WPA maintenance budget re p re se n t  a 

s p e c i f i e d  fam ily c o n s i s t in g  of four:  husband; w ife ; son age

t h i r t e e n ,  and daugh te r  age e ig h t .  In a d d i t io n ,  fo r  the  CWFB, 

th e  husband and w ife  a re  s p e c i f ie d  to  be age t h i r t y - e i g h t  and 

t h i r t y - s i x ,  r e s p e c t iv e ly .  Hence, some ad jus tm ent must be made 

fo r  fa m il ie s  o f  o th e r  s i z e s .  In th e  e a r l i e r  l i t e r a t u r e  on 

consumer budgets , t h i s  adjustm ent was u su a l ly  viewed in  terms 

of "expend itu re  u n i ts "  o r  "ad u lt  male equivalences."^** For

See Newell H. Cornish, The S tandard of L iving: E le
ments o f  Consumption (New York: Macmillan Co., 1923), p. 76,
or Royall Meeker, "What i s  the  American Standard of Living? 
Monthly Labor Review, IX (Ju ly , 1919), 5.
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example, the Bureau of Labor S t a t i s t i c s  used the  follow ing 

food consumption equivalences in  i t s  s tu d ie s  around 1920:^^ 

Male,
15 years o r  o v e r .................. 1.00 e q u iv a le n t  a d u l t  male

Female,
15 years o r  o v e r ......................... 90

C hildren ,
11 to  14, i n c lu s iv e ...................90

C hild ren ,
7 to  10, i n c l u s i v e .....................75

C hild ren ,
4 to  6 , i n c l u s i v e ....................... 40

C hildren ,
under 4 .............................................15

However, more r e c e n t  p ra c t ic e  has skipped t h i s  i n t e r 

mediate s tage  c o n ce n tra t in g  on food requirem ents and developed 

equivalences fo r  fam ilie s  o f  d i f f e r e n t  s iz e s  fo r  a l l  expendi

tu r e s .  These t o t a l  budget equ iv a len c ies  a re  based on consumer 

expenditu re  su rveys . The BLS derived an adjustm ent sc a le  fo r  

the  o r ig in a l  CWFB. By t h i s  s c a le ,  a fam ily  of two persons r e 

q u ire s  66 p e rcen t  o f  the  fou r-person  CWFB; a fam ily of th re e ,  

84 p e rcen t;  a fam ily  o f  f i v e ,  114 p e rc e n t ;  and a fam ily of 

s ix ,  128 percent,^® This s c a le  i s  based on the  consumer 

expenditure  surveys which were used to  determine th e  CWFB 

through 1951. Kolko e s t im a te s  the  percentage  of th e  CWFB 

needed by a fam ily of seven o r  more to  be 140 p e rc en t .  As 

he p o in ts  o u t ,  however, t h i s  percen tage  i s  on th e  conserva tive

^^Comish, The S tandard o f  L iv in g , p. 76.

^^U.S., Department of Labor, Bureau o f  Labor S t a t i s t i c s ,  
Handbook of Labor S t a t i s t i c s ,  1950 E d i t io n , p. 121. For method, 
see U .S ., Department o f  Labor, Bureau of Labor S t a t i s t i c s ,  
Workers' Budgets in  the  United S ta te s :  . . . , 1946 and 1947, 
pp. 50-51.
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s id e  s in c e  th e  average family s iz e  of the  group i s  e igh t  

m e m b e r s . F o r  one-person f a m i l ie s ,  the  f ig u re  o f  46 p e rc e n t  

de riv ed  by th e  BLS by one o f  i t s  methods, a lthough not 

co rro b o ra ted  by the  a l t e r n a t i v e  method, may be taken as 

approxim ately  c o r r e c t .^  ®

A re v is e d  s c a le  was l a t e r  pub lished  based on the BLS 

consumer expend itu re  survey o f  1950. By t h i s  s c a le  a two- 

person husband and w ife  fam ily , both  aged t h i r t y - f i v e  to  f i f t y -  

f iv e  re q u ire s  66 p e rc e n t  o f  th e  b a s ic  CWFB; a th ree -perso n  

fam ily , husband and w ife  aged t h i r t y - f i v e  to  f i f t y - f i v e ,  c h i ld  

aged s ix  to  s ix te e n ,  re q u ire s  87 p e rc en t  o f th e  CWFB; and a 

f iv e -p e rso n  fam ily , husband and w ife  aged t h i r t y - f i v e  to  f i f t y -  

f i v e ,  o ld e s t  c h i ld  aged s ix  to  s ix te e n ,  re q u ire s  120 p e rc e n t  

o f  th e  CWFB.

Thus, the  s c a le  pub lished  by the  BLS app licab le  t o  

th e  CWFB from 1966 d is t in g u is h e s  between the  budget needs o f  

f a m il ie s  w ith  d i f f e r e n t  c h a r a c t e r i s t i c s .  In p a r t i c u l a r ,  sex  

o f  head , age o f  head , and age o f  c h i ld re n  a re  used to  d e f in e

^^G abriel Kolko, Wealth and Power in  America (New 
York: P raeger P u b l ish e rs ,  1962), p. 157, n. 6.

18U .S .,  Department o f  Labor, Bureau of Labor S t a t i s 
t i c s ,  Workers' Budgets in  th e  United S ta te s :  . . . , 1946 and 
1947, p. 51.

19Lamale and S to tz ,  " In te r im  C ity  Workers' Family 
Budget," 789-790.
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d i f f e r e n t  family t y p e s . U n d o u b t e d l y ,  th ese  d i s t in c t io n s  

a re  im portan t fo r  s p e c i f i c  purposes such as assay ing  the 

needs o f  th e  e ld e r ly  o r  o f  low-income fa m il ie s .^   ̂ However, 

f o r  th e  gross type o f  e s t im a tio n  involved in  th e  p resen t  

s tud y , these  d i f f e r e n c e s  due to  sex  and age appear i n s i g n i f i 

can t  and s a f e ly  ig n o ra b le .  Only th e  adjustm ent fo r  family 

s i z e  need be used.

The more r e c e n t  method based upon consumer expendi

tu r e  surveys fo r  t o t a l  expend itu res  r a th e r  than  the a d u l t  

•male equ ivalency  p r a c t i c e  i s  adopted h e re in .  For each p e r io d ,  

1929-1951, 1952-1959, and 1960-1970, the  equ iva lence  sc a le  

r e f l e c t i n g  BLS c u r r e n t  p r a c t ic e  i s  used.

For 1952-1959, s in c e  percen tages a re  n o t  a v a i la b le  

f o r  s i x -  o r  seven-person  f a m i l i e s ,  these  must be estim ated .

In the  pre-1952 s c a le ,  the  in c re a s e  from a f o u r -  to a f iv e -  

person fam ily and from a f i v e -  to  s ix -p e rso n  family i s  the  

same (14 p e r c e n t ) . This r e l a t i o n  i s  a r b i t r a r i l y  assumed to 

p r e v a i l  f o r  th e  l a t e r  s c a le  as w e l l ,  and th e  in c re a se  of

20 U .S ., Department o f  Labor, Bureau o f  Labor S t a t i s 
t i c s ,  Revised Equivalence Scale : For E stim ating  E quivalen t 
Incomes o r  Budget Costs by Family Type, B u l le t in  1570-2 
(Washington, B .C .: Government P r in t in g  O ff ic e ,  1968), pp. 1 4 ff .
The s c a le s  fo r  e ld e r ly  fa m ilie s  a re  p resen ted  in  a se p a ra te  
p u b l ic a t io n .  U .S .,  Department of Labor, Bureau of Labor S ta
t i s t i c s ,  Three Budgets: For a R e tired  Couple in  Urban Areas 
o f th e  United S t a te s ,  1967-1968, B u l le t in  1570-6 (Washington, 
B .C .: Government P r in t in g  O ff ic e ,  1970).

21 See M ollie  Orshansky, "Children o f  th e  Poor,"  S o c ia l  
S e c u r i ty  B u l l e t i n , XXVI (Ju ly , 1963) , p . 313, and "Counting 
th e  Poor: Another Look a t  th e  Poverty P r o f i l e , "  S o c ia l  S ecu ri ty  
B u l l e t i n , XXVIII (January , 1355), pp. 14-17.
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20 p e rcen t  from a four-  to  a f iv e -p e rso n  family i s  used as 

th e  d i f f e r e n c e  between a f iv e -  and a s ix -p e rso n  fam ily . 

L ikew ise , th e  r a t i o  of th e  change from f iv e  to  s ix  persons 

and th e  change from s ix  to  seven o r  more persons in  th e  

e a r l i e r  s c a le  (.85) i s  used to  e s t im a te  the pe rcen tage  fo r  

seven o r  more persons in  th e  l a t e r  s c a le .  Hence, th e  p e r 

cen tages fo r  s i x  and fo r  seven o r  more persons a re  140 per

c en t  and 157 p e rc e n t  r e s p e c t iv e ly .  For one-person fa m i l ie s ,

48 p e rc en t  (72 percen t  o f  the  two-person budget) i s  used 

fo llow ing  what M ollie Orshansky a l lu d e s  to  as " re c e n t  BLS 

p r a c t i c e . ^

For 1960-1970, o f  the  v a r io u s  f ig u re s  g iven by the 

BLS, those  adopted are fo r  the  fam ily  having a husband age 

t h i r t y - f i v e  to  f i f t y - f o u r ,  w ife ,  and o ld e s t  c h i ld  age s ix  to 

f i f t e e n . T h e s e  family types correspond most c lo s e ly  to  the 

ones used in  th e  e a r l i e r  equ ivalence  s c a le s .  For convenience, 

th e  p e rc en ta g es  to  be used fo r  a l l  t h r e e  pe riods  a re  drawn to 

g e th e r  in  Table 4.

Farm and Nonfarm Residency

In d e r iv in g  budget s tandards  i t  i s  common p r a c t ic e  

to  a d ju s t  th e  nonfarm c o s t  of th e  budget fo r  th o se  r e s id in g  on

22 Orshansky, "Counting th e  P oor,"  p. 9.

23U .S .,  Department of Labor, Bureau of Labor S t a t i s 
t i c s ,  Revised Equivalence Sca le , p. 14.
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TABLE 4

PORTION OF THE FOUR-PERSON CWFB NECESSARY FOR 
FAMILIES OF OTHER SIZES, THREE TIME 

PERIOD DIVISIONS, 1929-1970 (in 
p e rcen t)^

Family Size 1929-1951 1952-1959 1960-1970

One 46% 48% 38%
Two 66 66 61
Three 84 87 83
Five 114 120 115
Six 128 140 130
Seven o r

More 140 157

^For d e r iv a t io n  procedure and r e f e r e n c e s , 
see t e x t .

^For s ix  o r  more persons

farms. A la rg e  p a r t  of t h i s  ad justm ent r e s t s  on income in 

k ind  on th e  farm in  the  form of homegrown food and housing 

provisions.^"* The rem aining p o r t io n  o f  the  ad justm ent 

r e f l e c t s  d i f f e r e n t  l iv in g  requ irem ents , consumption s tan d a rd s ,  

and p r ic e  d i f f e r e n t i a l s . ^^ For the  use made o f  th e  budget 

concept in  t h i s  s tu d y ,  no adjustm ent fo r  the  income in  kind 

phenomenon i s  n ecessa ry . The le v e l  of purchasing  power in  

terms of money income of the  farm subgroup i s  n o t  o f  i n t e r e s t  

h e re .  R ather, the  sea rch  i s  fo r  a measure o f e s s e n t i a l

24See Orshansky, "Counting the  Poor," 9-10, and 
"Who's Who Among the  Poor: A Demographic View of Poverty ,"
S o c ia l  S e c u ri ty  B u l l e t i n , XXVII (Ju ly , 1965), 9-10.

25See Nathan Koffsky, "Farm and Urban Purchasing Power," 
N ationa l Bureau of Economic Research, S tud ies  in  Income and 
W ealth, Vol. XI (New York: N ational Bureau of Economic Research,
1949), pp. 155-156, 172, and passim.
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consumption in  aggregate terms to  r e l a t e  to  th e  l e v e l  o f  

g ross  p rodu c tion . And, the  O ffice  of Business Economics' 

p roduction  s t a t i s t i c s  in c lu d es  e s t im a te s  of farm income in  

k ind . F u r th e r ,  th e  p o rt io n  r e f l e c t i n g  d i f f e r e n t i a l  l iv in g  

s tandards  i s  o f  dubious v a lu e .  For one th in g ,  th e re  i s  a 

danger in  comparing budget c o s ts  o f d i f f e r e n t  l iv in g  s tandards  

which d a te s  a t  l e a s t  to  I rv in g  F i s h e r 's  " id e a l  index n u m b e r . ^  

And, i t  i s  apparen t from K offsky 's  d isc u ss io n  t h a t  much of 

t h i s  s ta n d ard  o f  l iv in g  d i f f e r e n t i a l  r e s t s  upon a lower le v e l  

o f l iv in g  on the  farm.^^ The only su b s ta n t iv e  reason f o r  

ad justm ent appears to  be p r i c e  d i f f e r e n t i a l s  beyond those  

r e f l e c t i n g  d i f f e r e n t i a l  consumption s ta n d a rd s .  No adjustm ent 

i s  a ttem pted  fo r  t h i s  f a c to r  h e re in .  Judging from the  r e l a 

t i v e  s iz e  o f  the  farm po pu la tion  and th e  p r ic e  d i f f e r e n t i a l s  

which e x i s t ,  t h i s  apparen tly  p laces  only  a very minor q u a l i 

f i c a t i o n  on th e  p re s e n t  a n a ly s is .

Personal E s s e n t ia l  Consumption in  
Current Market P r ic e s

E stim a tes  can now be derived  f o r  p ersona l e s s e n t i a l  

consumption a t  market p r ic e s  fo r  the  s e le c te d  years in  th e  

1929-1970 p e rio d .  Tables 5 through 9 con ta in  th e  data  used 

in  th e  e s t im a t io n  procedure. Table 5 shows the  number o f

^^I b i d . , p. 154.

27See e sp e c ia l ly  h i s  d iscu ss io n s  of c lo th in g ,  p .  163,
and housing , p . 167.



T A B L E  5

POPULATION RESIDENCY CHARACTERISTICS. SELECTED YEARS, 1940-196 8
(in millions)

Date

Households 'by Number of Persons per Household
Number of 

Quasi-Households1 2 3 4 5 6 7 or more

April, 1940 2.7 8. 6 7.8 6 . 3 4.0 2.4 3.0 0.5
April, 1949 3 . 4 11.5 10 . 2 8.1 4.4 2. 3 2.2 0.5
March, 1950 3 . 9 12 . 4 10 . 0 7.9 4 . 6 2. 3 2.3 0.4
March, 1960 6.9 14.6 9 . 9 9 . 3 6.1 3.0 2.9 0.4
March, 1966 9.0 16.6 9.9 9 . 4 6.2 3.4 3.4 0.4
March, 1967 9 . 1 16.7 10 . 3 9 . 5 6.2 3.5 3.5 0.5
March, 1968 9 . 7 17.3 10 . 5 9 . 6 6. 3 3.6 3.5 0.5

- ~ j
U )

Source: U.S., Department of Commerce, Bureau of the Census, Current
Population Reports, Series P-20, no. 26 and no. 33, Population Characteristics 
(Washington, D.C.: Government Printing Office, 1950 and 19 51), pp. 12 and T3
and 12 and 14, respectively. Also, U.S., Department of Commerce, Bureau of 
the Census, Current Population Reports, Series P-20, no. 106, no. 164, no. 173, 
and no. 191, Household and Family Characteristics (Washington, D.C.: Govern
ment Printing Office, 1961, 1967, 1968, and 1969), pp. 13, 11, 14, and 78, 
respectively.
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households con ta in ing  var ious  numbers o f  persons fo r  va r ious  

years  in  the  pe r iod .  The Bureau of  th e  Census' household 

ca tegory  i s  used r a t h e r  than i t s  family  category.  A house

hold i s  de f ined  as a number of  persons who l i v e  and e a t  

t o g e th e r  as a uni t.^® This fu n c t io n a l  p o in t  o f  view i s  more 

a p p ro p r ia te  f o r  p resen t  purposes than one s t r e s s i n g  f a m i l i a l  

o r  l e g a l i s t i c  r e l a t i o n s h i p s .

Also shown in  Table 5 i s  the  popu la t ion  in  u n i t s  which 

th e  Bureau o f  the  Census reg a rds  as "quasi-households"  o r ,  in  

l a t e r  usage,  "group q u a r t e r s . "  These a r e  u n i t s  in  which th e re  

i s  no i d e n t i f i e d  household head,  being fo r  the most p a r t  i n s t i 

t u t i o n s  such as p r isons  and s a n i ta r iu m s .  N e i the r  the  number 

of  t h e s e  quasi-households  nor th e  popu la t ion  t h e r e in  a re  

inc luded  in  the  household ca tegory .

Table 6 conta ins  e s t im a te s  o f  th e  number o f  households 

by s i z e  f o r  th e  years  in  which p e rso n a l  e s s e n t i a l  consumption 

budgets  a re  a v a i l a b l e .  These e s t im a te s  are  taken d i r e c t l y  

from Table 5 o r ,  where n e ce ssa ry ,  computed from Table 5 by 

s t r a i g h t - l i n e  i n t e r p o l a t i o n .  The number of  quasi-households 

i s  e s t im a te d  through 1959 by d iv id in g  th e  popu la t ion  in  such 

u n i t s  by seven, and fo r  1966-1970 by d iv id in g  by s i x .  These 

numbers a re  then  included under the  d e s c r i p t iv e  headings 

seven o r  more persons and s i x  o r  more persons ,  r e s p e c t iv e ly .

2 8See U .S . ,  Department of  Commerce, Bureau of the 
Census, Current  Population R e p o r ts , S e r ie s  P -20 , no. 191, 
Household and Family C h a r a c t e r i s t i c s :  March, 1968 , (Kach- 
in g to n ,  D .C.: Government P r i n t i n g  O f f ic e ,  1969), p. 4.
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TABLE 6

NUMBER OF HOUSEHOLDS BY SIZE, SELECTED YEARS, 
1935-1970 ( in m i l l io ns )

Year 1 2 3 4 5 6 7 o r  more^

1935 2.3 7.0 6.5 5.3 3.8 2.5 4.0

1937 2.5 7.7 7.0 5.7 3.9 2.4 3.8

1938 2.5 8.0 7.3 5.9 3.9 2.4 3.7

1939 2.6 8.3 7.5 6.1 4.0 2.4 3.6

1941 2.8 8.9 8.1 6.5 4.0 2.4 3.4

1942 2.9 9 .2 8.3 6.7 4.1 2.4 3.4

1943 2.9 9.6 8.6 6.9 4.1 2.4 3.2

1946 3.2 10.5 9.4 7.5 4.2 2.3 3.0

1947 3.3 10.8 9.7 7.7 4.3 2.3 2.9

1949 3.4 11. 5 10.2 8.1 4.4 2.3 2.7

1950 3.9 12.4 10.0 7.9 4.6 2.3 2.7

1951 4.2 12.6 10.0 8.0 4.8 2.4 2 .8

1959 6.8 14.4 9.9 9.2 6.0 2.9 3.2

1966 9.0 16.6 9.9 9.4 6.2 7.2° NA

1967 9.1 16.7 10.3 9.5 6.2 7.5° NA

1968 9.7 17.3 10.5 9.6 6.3 7.6° NA

1970 10.5 18.0 11.1 9 .8 6.4 7.9° NA

^Taken d i r e c t l y  o r  v ia  i n t e r p o l a t i o n  from Table 5. 

^ Inc ludes  "quas i -househo lds ."

^Six o r  more person households, inc lud ing  "quas i
households."
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Table 7 conta ins  the  CWFB c o s t  f o r  fam i l ie s  of 

v a r io us  s i z e s  in  the r e l e v a n t  y e a r s .  These e s t im a te s  a re  

computed d i r e c t l y  from the  CWFB c o s t  fo r  a four-person  

family  (Table 3 ) ,  and the  percen tages  of  t h i s  budget  req u i re d  

f o r  f a m i l i e s  o f  o ther  s i z e s  (Table 4) .

Table 8 shows the  e s t im ated  aggregate  e s s e n t i a l  

consumption a t  market p r i c e s  fo r  the  s e l e c te d  y e a r s .  These 

f i g u r e s  a re  computed by m ult ip ly ing  the  number of  households 

o f  a given s i z e  (Table 6) by the  necessa ry  budget c o s t  fo r  

t h a t  given s i z e  (Table 7) .  Summing th ese  f ig u res  f o r  house

holds  o f  v a r io u s  s i z e s  y i e l d s  e s t im a te s  of  aggregate  pe rsona l  

e s s e n t i a l  consumption a t  market p r i c e s  ranging from $53.1 b i l 

l i o n  in  1935 to  $400.1 b i l l i o n  in  1970. In Table 9 ,  p e rsona l  

e s s e n t i a l  consumption i s  e s t im ated  fo r  th e  remaining years  in  

th e  1929-1970 period  by i n t e r p o l a t i o n  and p r i c e  change r a t i o s  

from Table 8.
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TABLE 7

COST OF ADJUSTED CWFB FOR FAMILY UNITS OT VARIOUS 
SIZES; SELECTED YEARS, 1935-1970 

(in c u r re n t  prices)

Budget Cost by Persons in  Family

Year 1 2 3 4 5 6
7 or  
more

1935 $ 826 $1,185 $1,509 $1,796 $2,047 $ 2,299 $2,514

1937 880 1,263 1,607 1,913 2,181 2,449 2,678

1938 865 1,241 1,579 1,880 2,143 2,406 2,632

1939 881 1,265 1,609 1,916 2,184 2,452 2,682

1941 898 1,289 1,641 1,953 2,226 2,500 2,734

1942 1,059 1,520 1,935 2,303 2,625 2,948 3,224

1943 1,099 1,577 2,008 2,390 2,725 3,059 3,346

1946 1,167 1,674 2,130 2,536 2,891 3,246 3,550

1947 1,340 1,922 2,446 2,912 3,320 3,727 4,077

1949 1,462 2,097 2,670 3,178 3,623 4,068 4,449

1950 1,527 2,191 2,788 3,319 3,784 4,248 4,647

1951 1,672 2,399 3,053 3,635 4,144 4,653 5,089

1959 2,433 3,346 4,410 5,069 6,083 7,097 7,958

1966 2,580 4,141 5,635 6,789 7,807 8,826^ NA

1967 2,594 4,164 5,666 6,827 7,851 8,875^ NA

1968 2,743 4,403 5,991 7,218 8,301 9,383^ NA

1970 2,946 4,729 6,435 7,753 8,915 10,079^ NA

^Derived from Tables 3 and 4.

^For s i x  or  more persons.



T A B L E  8

AGGREGATE PERSONAL ESSENTIAL 
SELECTED YEARS,

CONSUMPTION IN CURRENT 
1935-1970  ( i n  b i l l i o n s )

MARKET
c l

PRICES

Year

Aggregate Essential Consumption for Each Household Size

Total1 2 3 4 5 6
7 or 
more

1935 $ 1.90 $ 8. 30 $ 9.81 $ 9.52 $ 7.78 $ 5.75 $10.06 $ 53.1
1937 2 . 20 9 . 73 11.25 10.90 8.51 5.88 10. 18 58.7
1938 2.16 9.93 11. 53 11.09 8. 36 5.77 9.74 58.6
1939 2.29 10 . 50 12 .07 11. 69 8.74 5. 88 9 . 66 60. 8
1941 2 . 51 11. 47 13.29 12. 69 8.90 6.00 9. 30 64.2
1942 3.07 13.98 16.06 15.43 10. 76 7.08 10. 96 77. 3
1943 3.19 15. 14 17.27 16. 49 11. 17 7. 34 10. 71 81. 3
1946 3.73 17. 58 20 . 02 19 .02 12 .14 7.47 10. 65 90.6
1947 4.42 20. 76 23.73 22 . 42 14. 28 8.57 11. 82 106. 0
1949 4.97 24. 12 27.23 25.74 15.94 9 . 36 12.01 119 . 4
1950 5.96 27. 17 27.88 26.22 17.41 9. 77 12. 55 12 7. 1
1951 7.02 30.2 3 30.53 29.08 19 . 89 11. 17 14.25 142 . 2
1959 16.54 48. 18 43.66 46.63 36.50 2 0.58 25.47 237. 6
1966 23.22 68.74 55 . 79 63. 82 48. 40 6 3.5 5^ NA 323. 5
1967 23.61 69 . 54 58. 36 64.95 48.68 66.56 NA 331. 7
1968 26.61 76. 17 62.91 69.29 52 . 30 71.31y NA 358.6
1970 30.93 85 . 12 71. 43 75.98 57.06 79 . 62 NA 400 . 1

o o

Derived from Tables 6 and 7

For six or more person households.
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TABLE 9

AGGREGATE PERSONAL ESSENTIAL CONSUMPTION 
IN CURRENT MARKET PRICES, ANNUALLY,

1929-1970 (in b i l l i o n s ) ^

Year PEC Year PEC Year PEC

1929 $66.5 1943 $ 81.3 1957 $213.6
1930 64.8 1944 83.2 1958 225.5
1931 59.0 1945 85.0 1959 237.6
1932 53.0 1946 90.6 1960 249.9
1933 50.2 1947 106.0 1961 262.2
1934 52.0 1948 115.6 1962 274.5
1935 53.1 1949 119.4 1963 286.8
1936 53.8 1950 127.1 1964 299.1
1937 58.7 1951 142.2 1965 311.4
1938 58.6 1952 154.1 1966 323.5
1939 60. 8 1953 166.0 1967 331.7
1940 61.5 1954 177.9 1968 358.6
1941 64.2 1955 189.8 1969 379.4
1942 77.3 1956 201.7 1970 400.1

^This t a b l e  i s  derived  from Table 6 by using 
e i t h e r  r a t i o s  o f  p r i c e  changes o r  s t r a i g h t  l i n e  
i n t e r p o l a t i o n .  The l a t t e r  method tends  t o  c r e a t e  
l e s s  d i s t o r t i o n  during per iods  of  s t a b ly  t ren d in g  
p r i c e s  and s i g n i f i c a n t  popula t ion  growth. I t  i s  
used  fo r  t h e  p e r io d  a f t e r  1951. The p r i c e  changes 
method i s  used p r i o r  to 1951 due to  the  up and 
down p r i c e  movements and the  lack o f  any blank 
space on t h e  o rder  o f  t h a t  o f  1952-1958. The 
Consumer P r i c e  Index used i s  t h a t  of  th e  U.S.,  
Department o f  Labor, Bureau of  Labor S t a t i s t i c s ,  
Changes in  Cost o f  Living in  Large C i t i e s  in  the  
United  S t a t e s ,  1913-41, B u l l e t i n  699 (Washington, 
D .C . : Government P r in t in g  O ff ice ,  1941), p. 43,
and Handbook of Labor S t a t i s t i c s ,  1950 E d i t i o n , 
B u l l e t i n  1016 (Washington, D .C . : Government
P r i n t i n g  O f f i c e ,  1950), p. 100.



CHAPTER V

ESTIMATION OF SOCIAL ESSENTIAL 

CONSUMPTION

E s s e n t i a l  S o c ia l  Overhead Consumption 

Pure  S o c ia l  Overhead Consumption 

As ex p la in e d  i n  Chapter I I I  above, s e v e ra l  items of 

government e x p en d i tu re  a re  for  a l l  p r a c t i c a l  purposes 

exhaus ted  in  th e  y e a r  o f  p ro v is io n .  That  i s ,  they a re  nec 

e s s a r y  to  m a in ta in  o r  suppor t  the  e x ta n t  product ive  c ap ac i ty  

b u t  do n o t  i n c r e a s e  t h i s  capac i ty .

Inc luded  in  t h i s  category a re  t h e  p rov is ion  of gen

e r a l  government a d m in i s t r a t io n ,  conduct o f  i n t e r n a t i o n a l  

a f f a i r s ,  maintenance o f  c i v i l i a n  s a f e t y ,  s a n i t a t i o n ,  and 

p o s t a l  sys tems,  and su p po r t  of resource  p rese rv a t io n ^  and 

r e c r e a t i o n  f a c i l i t i e s .  The r e l e v a n t  f ig u re s  fo r  1952-1970 

a r e  shown in  Table  10. These a re  taken d i r e c t l y  from a num

b e r  o f  Survey o f  C urren t  Business i s s u e s .  Purchases of goods

and s e r v i c e s  f i g u r e s  a r e  used thus om it t ing  t r a n s f e r  payments

and o ve r lapp in g  expend i tu res  due to  in tergovernmenta l  t r a n s f e r s .

^ I t  should  be remembered t h a t  th e  n a tu r a l  resou rces  
i tem  i s  in c lu d ed  here  fo r  convenience. See Chapter I I I  above.

80



T A B L E  1 0

PURE SOCIAL OVERHEAD CONSUMPTION, ANNUALLY, 19 52-19 70 (in
billions of current dollars)^

Year

General Government 
and

International Affairs
Civilian Safety, 
Sanitation, and 
Postal Services

Resource 
Preservation 

and Recreation

TotalFederal State/Local Federal State/Local Federal State/Local

1952 $1.64 $ 1.57 $0. 86 $ 2.77 $1.51 $0.92 $ 9.31953 1. 43 1.66 0.64 2 . 84 1. 31 0.63 8. 51954 1. 37 1. 84 0.41 3.15 1.29 1.05 9.11955 1.54 1.98 0 . 54 3.40 1.03 1.16 9.71956 1.58 2.23 0 .67 3.74 1.47 1. 33 11.0
1957 1.49 2 . 61 0.63 4.04 2.08 1.50 12. 41958 1. 55 2.91 0. 78 4. 37 2 . 38 1.62 13. 61959 1. 62 3.23 0 . 62 4 . 69 1.91 1. 74 13. 81960 1.99 3. 35 0.73 5.02 2 . 61 1.98 15.71961 2.05 3.57 0.93 5.37 2 . 34 2.16 16.4
1962 2.27 3.88 0.93 5.66 2 . 35 2.13 17.21963 2 . 50 4.25 0.73 6.07 2.48 2. 45 18.51964 2. 80 4 . 89 0.85 6.57 2 . 40 2.66 20.21965 2.9 3 5. 81 0.90 6.97 2 .41 2.63 21.71966 2 . 70 5.94 1.11 7.56 2 . 80 2. 86 23.0
1967 2 . 6 0 7.02 1.29 8. 32 2.91 3. 35 25.5
1968 2.69 9.05 0.96 9 . 49 2.58 3.67 28.4
1969 3. 31 10. 10 1.27 10 . 35 2 . 41 4. 11 32. 6
1970 3. 82 10. 70 2.33 12.28 2 . 84 4. 31 36. 3

Source; U.S., Department of Commerce, Office of Business Economics, The 
National Income and Product Accounts of the United States, 1929-1965, Statistical
T a b l e s (Washington, 
of Current Business,

D.C, Government Printing Office, 19 66), 
L (July, 1970), 33, and LI (July, 1971),

pp. 6 0-69 
29-30.

Survey
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Surp luses  of government e n te r p r i s e s  have been sub t rac ted  and 

s u b s id ie s  added when they occur in  a r e l e v a n t  categoiry.

The omission o f  pe rsonal  t r a n s f e r s  and the  inc lus ion  

o f  s u b s id ie s  warrants  a word o f  ex p la n a t io n .  Personal con

sumption i s  a lready included by using budget c o s t  and popula

t i o n  e s t im a te s .  There fore ,  i t  would be double-counting to 

inc lude  t r a n s f e r  payments which a re  to  p rovide  income fo r  

p e rso n a l  consumption. However, the  su b s id ie s  presumably have 

th e  e f f e c t  o f  keeping consumer p r i c e s  lower. Therefore ,  the  

s u b s id ie s  do not  appear  in  the  personal  consumption es t im ates .

P r i o r  to  1952 t h i s  convenient  breakdown i s  not  a v a i l 

ab le  fo r  government expend i tu res .  There fo re ,  e s t im ates  must 

be  made f o r  these  y e a r s .  The method f o r  doing so here in  i s  

f i r s t  t o  compute the  average r a t i o  of  pure  s o c i a l  overhead 

consumption to  nondefense government purchases of goods and 

s e r v i c e s  fo r  the 1952-1970 pe r iod .  Then, t h i s  r a t i o  i s  

a p p l ied  to  nondefense purchases f o r  the  1929-1951 per iod  to  

e s t im a te  pure s o c i a l  consumption.

From Table 11, the r a t i o  of  pure  s o c i a l  overhead 

expend i tu res  to  t o t a l  nondefense purchases i s  found to  aver

age 26.6 pe rcen t  fo r  the  1952-1970 p e r iod .  This percentage 

i s  a p p l ie d  to  nondefense purchases in  Table 12 to  a r r iv e  a t  

e s t im a te s  fo r  pure s o c i a l  consumption fo r  the  1929-1951 

p e r iod .

For years  p r i o r  to  1939, the  Department of  Commerce 

does n o t  d iv ide  government purchases as to  defense o r  nonde

fense .  However, F ra nc is  M. Bator e s t im a te s  defense  purchases
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TABLE 11

GOVERNMENT PURCHASES OF GOODS AND SERVICES, 
ALL LEVELS, ANNUALLY, 1952-1970 (in 

b i l l i o n s  o f  c u r r e n t  d o l l a r s ) ^

Year
Total

Purchases
Nondefense

Purchases
Pure Soc ia l  Overhead 

Purchases Ratio

1952 $ 74.66 $ 28.73 $ 9.3 0.324
1953 81.65 32.98 8.5 0.258
1954 74.80 33.60 9.1 0.271
1955 74.20 35.64 9.7 0.272
1956 78.58 38.25 11.0 0.288
1957 86.12 41.90 12.4 0.296
1958 94.16 48.26 13.6 0.282
1959 97.01 50.96 13.8 0.271
1960 99.62 54.68 15.7 0.287
1961 107.63 59.80 16.4 0.274
1962 117.12 65.54 17.2 0.262
1963 122.48 71.72 18.5 0.258
1964 128.91 78.92 20.2 0.256
1965 136.23 86.08 21.7 0.252
1966 156.81 96.13 23.0 0.239
1967 180.08 107.74 25.5 0.237
1968 199.56 121.54 28.4 0.234
1969 209.71 131.30 32.6 0.248
1970 219.39 144.04 36.3 0.252

Source: Table 10 and U .S . ,  Department o f  Commerce,
Off ice  of  Business Economics, The N at iona l  Income and Product 
Accounts of  the United S t a t e s ,  1929-1955, S t a t i s t i c a l  Tables 
(Washington, D.C.: Government P r i n t in g  O f f i c e ,  1966), pp. 2- 
3; Survey of  Current  Business ,  L (Ju ly ,  1970), 17, and LI 
(July, 1971) , 13.
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TABLE 12

PORE SOCIAL overhead: CONSUMPTION, ANNUALLY, 1929-1951 
(in b i l l i o n s  o f  c u r r e n t  d o l l a r s ) ^

Year
Tota l

Purchases
Nondefense

Purchases
Pure Soc ia l  Consumption 

Purchases

1929 $ 8.50 $ 7.80 $2.1
1930 9.20 8.44 2.2
1931 9.22 8.41 2.2
19 32 8.09 7.22 1.9
1933 8.05 7.13 1.9
1934 9.78 8.80 2.3
1935 10.01 8.98 2 .4
1935 11.97 10.88 2.9
1937 11.86 10.72 2.9
1938 12.98 11.78 3.1
1939 13.33 12.08 3.2
1940 14.00 11.79 3.1
1941 24.77 11.02 2.9
1942 59.59 10.23 2.7
1943 88.56 8.82. 2.3
1944 96.54 9;. 11 2.4
1945 82.28 8.77 2.3
1946 27.01 12.27 3.3
1947 25.11 16.04 4.3
1948 31.55 20.82 5.5
1949 37.85 24.58 6.5
1950 37.90 23.81 6.3
1951 59.13 25.54 6.8

Source: U .S . ,  Department o f  Commerce, O ff ice  of Busi
ness  Economics, The N at iona l  Income and Product  Accounts of 
the  United S t a t e s ,  1929-1965, S t a t i s t i c a l  Tables (Washington, 
D .C . : Government P r i n t i n g  O f f ice ,  1966), pp. 2-3 .  For 1929-
1938, nondefense purchases  a re  i n t e r p o la t e d  us ing  B a to r ' s  
e s t im a te  o f  defense  spending fo r  1929. F ranc is  M. Bator,
The Quest ion of  Government Spending: Publ ic  Needs and P r iv a te  
Wants (New York: Harper and B ro thers ,  1960), p. 138.
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to  have been $0.7 b i l l i o n  in  1929.^ This f ig u re  i s  used 

fo r  1929 and f o r  i n t e r p o l a t i o n  to  e s t im a te  the  defense and 

nondefense d i s t r i b u t i o n  o f  government purchases f o r  the

1930-1938 p e r io d .

Mixed So c ia l  Consumption and 
S o c ia l  Investment

As e x p la in e d  in  Chapter  I I I  above, some c a te g o r i e s  

of government expend i tu res  conta in  both consumption and 

investment  e lem ents .  As shown in  Table 13, th e r e  a re  t h r e e  

such c a t e g o r i e s  to  be considered:  expendi tures  f o r  t r a n s 

p o r t a t i o n  and p u b l i c  u t i l i t i e s ,  e duca t ion ,  and h e a l th  and 

h o s p i t a l s .

For t h e s e  t h r e e  c a t e g o r i e s ,  rough a r b i t e r s  are  

devised to  a s s ig n  expendi tu res  to  e i t h e r  consumption or  

inves tment .  In a l l  t h r e e  in s t a n c e s ,  a la c k  o f  information  

and, more im p o r ta n t ly ,  the  e x is ten ce  o f  lags  between the  year 

of  expend i tu re  and the  y e a r  of product ion  prevent  the  a s s ig n 

ment from proceeding  on a y e a r - to -y e a r  b a s i s .  Hence, the  

pe r iod  i s  a r b i t r a r i l y  d iv ided  in to  two subper iods ,  1929-1950 

and 1950-1970. Ratios  us ing  the f i r s t  and l a s t  y e a r  of  each 

subperiod a re  used fo r  each year  t h e r e in .

2
F ra n c is  M. Bator ,  The Question o f  Government 

Spending: P u b l ic  Needs and P r iv a te  Wants (New York: Harper
and B ro th e r s ,  1960),  p. 138.
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TABLE 13

GOVERNMENT PURCHASES OF GOODS AND SERVICES, MIXED 
CONSUMPTION AND INVESTMENT ITEMS, ALL LEVELS, 

ANNUALLY, 1952-1970 (in b i l l i o n s  of c u r r e n t
d o l l a r s ) ^

Year
T ran sp o r ta t io n  

and U t i l i t i e s Education^ Health and H ospita ls^

1952 $ 5.21 $ 8.35 $ 3.30
1953 5.53 9.37 3.36
1954 6.25 10.64 3.34
1955 6.84 11.93 3.53
1956 7.45 13.04 3.86
1957 8.41 14.17 4.32
1958 9.46 15.97 4.69
1959 9.91 17.24 5.09
1960 9.96 18.71 5.42
1961 10.90 20.67 5.83
1962 11.02 22.12 6.27
1963 11.80 24.15 6.66
1964 12.62 26.69 7.27
1965 13.69 29.06 7.81
1966 14.63 35.18 8.67
1967 16.04 39.54 9.95
1968 17.39 43.83 11.05
1969 17.68 48.53 12.08
1970 19.05 54.14 12.77

^Source: U .S . ,  Department of  Commerce, O ff ice  of
Business Economics, The N at iona l  Income and Product Accounts 
of  th e  United S t a t e s ,  1929-1965, S t a t i s t i c a l  Tables (Washing
ton,  D .C . : Government P r in t in g  O ff ice ,  1966), pp. 60-69;
Survey of  Current  Business ,  L (July ,  1970), 33, and LI 
(July, 1971), 29-30.

" In c lu d e s  purchases of  goods and serv ices  in cu r re d  in 
the p ro v is ion  of e d u c a t io n a l ,  h e a l th ,  and h o s p i t a l  s e rv ic e s  
through the  Veterans A dm inis tra t ion ,
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T ran sp o r ta t io n  and P u b l i c  U t i l i t i e s

There e x i s t s  no r e l i a b l e  b a s i s  fo r  a ss ign ing  

t r a n s p o r t a t i o n  to  consumption o r  investment on a phys ica l  

q u a n t i ty  b a s i s .  The d a ta  a v a i la b le  on road mileage are  

sketchy and u n r e l i a b l e ,  e s p e c ia l ly  p r i o r  to 1939 .  ̂ Moreover, 

no r e l i a b l e  d a ta  a re  a v a i la b le  on municipal road mileage p r i o r  

to  around 1950, and i t  i s  not  p o s s ib le  t o  i n f e r  such mileage 

from highway ex te n s io n  and access  roads which e n te r  municipal  

l i m i t s . Data on th e  growth of  a i r  t r a n s p o r t  volumes are 

s i m i l a r ly  sca rce  p r i o r  t o  1946. ^

The method o f  assignment used involves changes in  

co n s tan t  d o l l a r  GNP. The r a t i o n a l e  f o r  t h i s  procedure i s  

t h a t  o f  t e c h n ic a l  p r o p o r t i o n a l i t y .  Given some in c re ase  in  

p hy s ic a l  p ro d u c t io n ,  i t  may be supposed t h a t  a roughly pro

p o r t io n a te  i n c r e a s e  occurs  in  th e  f a c i l i t i e s  f o r  t r a n s p o r t 

ing t h i s  produce. A lso ,  s ince  se v e ra l  means of  t r a n s p o r t  

a re  invo lved ,  t h e r e  i s  some room fo r  t e c h n ic a l  change and 

vary ing  p ro p o r t io n s  i n  t h i s  assumption, fo r  example, the 

s h i f t  from r a i l  to  a i r  t r a n s p o r t .

^Charles L. Bearing ,  American Highway Po l icy  (Washing
to n ,  D .C . : Brookings I n s t i t u t i o n ,  1941), pp. 113-114.

4
Norman Hebden and Wilbur S. Smith, S t a te - C i ty  R e la t io n 

sh ips  in  Highway A f f a i r s  (New Haven: Yale U n ive rs i ty  P re s s ,
1950), pp. 11-12, 12n.

^Personal  l e t t e r  from Ms. Linda K los te r ,  Information 
S e rv ice s ,  Air  T ranspor t  Assoc ia t ion ,  da ted ,  March 10, 1972.
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Since r e l i a b l e  d a ta  do no t  e x i s t  fo r  p h y s ic a l  volumes 

o f  pub l ic  u t i l i t i e s  o u tp u t ,  they  a re  included with  t r a n s p o r 

t a t i o n  and th e  p r o p o r t i o n a l i t y  assumption app l ied  to  them as 

w e l l .  The f a c t  t h a t  the  assumption i s  somewhat more dubious 

i n  t h i s  in s tan ce  i s  m i t ig a te d  by the small  volume of  expendi

tu r e s  n e t  of  revenue fo r  p ub l ic  u t i l i t i e s .

T ra n sp o r ta t io n  and p u b l ic  u t i l i t y  expendi tu res  are  

given in  column one o f  Table 13. T ranspor ta t ion  inc ludes  

highway, a i r ,  and w ater  t r a n s p o r t  expendi tu res ;  pu b l ic  

u t i l i t i e s  inc lude  expend i tu res  f o r  t r a n s i t ,  e l e c t r i c i t y ,  

w a te r ,  and gas s e r v i c e s .  In a l l  case s ,  only purchases o f  

goods and s e r v i c e s  and s u b s id ie s  a re  used. T ran s fe r  payments 

a re  excluded.  Moreover, su rp luses  o f  government e n t e r p r i s e s  

in  the  r e l e v a n t  c a t e g o r i e s ,  e s p e c i a l l y  e l e c t r i c  u t i l i t i e s ,  

a r e  su b t r a c te d  from th e  purchases f ig u r e .

GNP i n  1958 d o l l a r s  equaled $203.6 b i l l i o n  in  1929, 

$355.3 b i l l i o n  i n  1950, and $720.0 b i l l i o n  in 1970. Hence, 

57.3 pe rcen t  of expend i tu res  in  the  1929-1950 subperiod a re  

ass igned t o  consumption and 49.3 p e rc en t  in  th e  1950-1970 

subperiod. The volumes ass igned  to  s o c i a l  consumption in  

t h i s  fash ion  fo r  1952-1970 a re  shown in column one of Table 14.

Education

The second ca tegory  of  mixed consumption and i n v e s t 

ment i s  found in  the  a r e a  of  expendi tu res  fo r  educa t ion .

These expendi tu res  a re  a ss igned  to  consumption o r  investment
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TABLE 14

SOCIAL ESSENTIAL CONSUMPTION FOR MIXED CATEGORIES, 
ANNUALLY, 1952-1970 (in b i l l i o n s  

o f  c u r r e n t  d o l l a r s ) ^

Year
Tran sp o r ta t io n  
and U t i l i t i e s Education

Heal th and 
H osp i ta ls T o ta l

1952 $2.57 $ 4.83 $1.83 $ 9.23
1953 2.73 5.42 1.86 10.01
1954 3.08 6.15 1.85 11.08
1955 3.37 6.90 1.96 12.23
1956 3.67 7.54 2.14 13.35
1957 4.15 8.19 2.40 14.74
1958 4.66 9.23 2.60 16.49
1959 4.89 9.96 2.82 17.67
1960 4.91 10.81 3.01 18.73
1961 5.37 11.95 3.24 20.56
1962 5.43 12.79 3.48 21.70
1963 5.82 13.96 3.70 23.48
1964 6.22 15.43 4.03 25.68
1965 6.75 16. 80 4.33 27.88
1966 7.21 20.33 , 4.81 32.35
1967 7.91 22.85 5.52 36.28
1968 8.57 25.33 6.13 40.03
1969 8.72 28.05 6.70 43.47
1970 9.39 31.29 7.09 47.77

^For d e r iv a t io n  procedure ,  see  t e x t .
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v ia  changes in  the  educa t io na l  a t ta in m en t  o f  l ab o r  force  

p a r t i c i p a n t s .  The reasoning  involved i s  t h a t  t h e  s i z e  and 

educa t ion a l  l e v e l s  of  the  labo r  fo rce  a t  th e  beginning of  a 

pe r iod  are  p a r t  of  th e  product ive  p l a n t  and must be maintained.  

This maintenance i s ,  o f  course ,  a p a r t  o f  e s s e n t i a l  consumption. 

However, any in c re ase  in  the  s i z e  or  l e v e l  of  educa t iona l  

a t ta inm en t  o f  the  l ab o r  fo rce  i s  to  be considered  investment .

The lab o r  fo rce  i s  used r a t h e r  than the  popu la t ion  as a whole 

because educa t io n a l  expend i tu res  on those  persons no t  e n te r 

ing th e  labo r  fo rce  a r e  p roper ly  cons ide red  a p a r t  o f  the  

su rp lu s .

To ta l  governmental purchases o f  goods and se rv ice s  

r e l a t e d  to  educa tion  a re  given in  column two of Table 13. 

Expenditures fo r  ed u ca t io n a l  s e rv ic e s  provided v ia  the  

Veterans A dm in is t ra t ion  a re  inc luded .  T ran s fe r  payments a re  

omit ted s ince  the  budget fo r  pe rsona l  consumption includes  

educa t ion a l  expenses.

The c i v i l i a n  l a b o r  fo rce  was 49.2 m i l l io n  in  1929,

62.2 m i l l io n  in  1950, and 82.7 m i l l io n  i n  1970.® The median 

school years  completed fo r  the popu la t ion  as a whole was 8.6 

in  1940,7 9.3  i n  1950, and 12.1 in  1970. By m ul t ip ly ing  the  

median completion f ig u re  by the  l a b o r  fo rce  s i z e  fo r  each

^Milton H. Spencer , Contemporary Economics (New York: 
Worth P u b l i s h e r s ,  I n c . ,  1971), back f l y  page.

7
The f ig u re  fo r  1940 i s  used in  l i e u  of the  unava i l 

able  19 30 f ig u re .
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y e a r ,  an index rep re sen t in g  e du ca t ion a l  a t ta inm en t  of the 

l ab o r  fo rce  i s  formed. The r a t i o s  o f  t h i s  index fo r  1929 to 

1950 (.731) and for  1950 to 1970 (.578) a re  then used as th e  

consumption p o r t io n  fo r  each year  in  each subperiod. Column 

two o f  Table  14 shows e s s e n t i a l  s o c i a l  consumption for edu

c a t io n  f o r  the  1952-1970 per iod .

Health  and Hospi ta ls

The f i n a l  category invo lv in g  elements of both 

consumption and investment i s  t h a t  o f  h e a l th  and h osp i ta l  

s e r v i c e s .  As with educa t ion ,  t h e r e  i s  no mandate for a s s ig n 

ment in  t h i s  category according t o  changes in  r e a l  GNP. That  

i s ,  t h e r e  i s  n o t  s u f f i c i e n t  reason to  assume p ro p o r t io n a l i ty  

between h e a l th  se rv ice s  and r e a l  o u tp u t .  Therefore ,  a s s ign 

ment in  t h i s  category i s  made on th e  b a s i s  o f  changes i n  hos

p i t a l  admissions.  To ta l  h o s p i t a l  admissions were approximately 

7.16 m i l l io n  in  1931,® 16.75 m i l l io n  in  1950, and 30.19 m i l l ion  

in  1969.® Assignment r a t i o s  on t h i s  b a s i s  a r e  0.427 fo r  1929- 

1950 and 0.555 fo r  1950-1970. Column th re e  o f  Table 14 gives 

e s s e n t i a l  s o c i a l  consumption fo r  h e a l t h  and h o s p i t a l  se rv ice s  

fo r  1952-1970.

O

Personal  l e t t e r  from Ms. Sharyn B i l l s ,  S t a f f  Associ
a t e ,  D iv is ion  o f  H ospita l  Publ ic  R e la t io n s ,  American Hospita l  
A s so c ia t io n ,  Apr i l  4, 1972.

9
U .S . ,  Department o f  Commerce, Bureau of the Census, 

S t a t i s t i c a l  A bs trac t  of  the United S t a t e s ,  19 71 (Washington, 
D.C.: Government P r in t in g  O f f i c e ,  1971), pp. 5 and 70.
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1929-1951

As noted above in  regard  to  pure  s o c i a l  consumption, 

the  convenient  breakdown on government expendi tures  i s  not  

a v a i l a b l e  p r i o r  t o  1952. Est imates  of  expendi tures  in  the 

1929-1951 p e r io d  fo r  the  th ree  mixed consumption and in v e s t 

ment c a t e g o r i e s  a re  de r ived  by the  same method as in  the  pure 

consumption c a se .  The percentage  share  of  nondefense pur

chases o f  goods and s e rv ic e s  fo r  the t h r e e  c a teg o r ie s  i s  

assumed to  be the  same fo r  1929-1951 as fo r  1952-1970. From 

Table 15, th e  average percentage  share in  the  1952-1970 

p e r io d  f o r  t r a n s p o r t a t i o n  and p u b l ic  u t i l i t i e s  i s  computed 

t o  be 17.1 p e rc e n t ,  f o r  education 33.9 p e rc e n t ,  and fo r  he a l th  

and h o s p i t a l s  9.7 p e rc en t .  These percen tages  a re  t r a n s l a t e d  

i n t o  d o l l a r  e s t im a te s  fo r  these  items i n  the  1929-1951 period  

in  Table 15. The assignment pe rcen tages  der ived  above a re  

app l ied  to  th e s e  magnitudes in  Table 16 to  a r r i v e  a t  s o c i a l  

consumption e s t im a te s .  In a l l  c a se s ,  t h e  year  1950 i s  

inc luded  in  t h e  1950-1970 p e r iod .

E s s e n t i a l  C a p i ta l  Consumption

As d iscu ssed  in  Chapter I I I  above, the  es t im ates  of 

e s s e n t i a l  c a p i t a l  consumption a re  based upon the  work of  

Allan  H. Y o u n g . T h e  procedure i s  to  f i r s t  form r a t i o s  of

Allan  H. Young, "A l te rn a t iv e  Est imates  of  Corporate
D eprec ia t ion  and P r o f i t s :  P a r t s  I and I I , "  Survey of Current
Business ,  XLVIII (Apri l ,  1968), 17-28, and Clay, 1968),

■■
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TABLE 15

G0VERNI4ENT PURCHASES OF GOODS AND SERVICES, SELECTED 
CATEGORIES, ALL LEVELS, ANNUALLY, 1952-1970 (in 

b i l l i o n s  of c u r r e n t  d o l l a r s  and as pe rcen t  
of nondefense purchases)

Year
Nondefense

Purchases
T ran sp o r ta t io n  

and U t i l i t i e s Education
Health and 

Hospi ta ls

1952 $ 28.73 $ 5.21 18.1% $ 8.35 29.1% $ 3.30 11.5!

1953 32.98 5.53 16.8 9.37 28.4 3.36 10.2

1954 33.60 G.25 18.6 10.64 31.2 3.34 9.9

1955 35.64 6.84 19.2 11.93 33.5 3.53 9.9

1956 38.25 7.45 19.5 13.04 34.1 3.86 10.1

1957 41.90 8.41 20.1 14.17 33.8 4.32 10.3

1958 48.26 9.46 19.6 15.97 33.1 4.69 9.7

1959 50.96 9.91 19.4 17.24 33.8 5.09 10.0

1960 54.68 9.96 18.2 18.71 34.2 5.42 9.9

1961 59.80 10.90 18.2 20.67 34.6 5.83 9.7

1962 65.54 11.02 16.8 22.12 33.8 6.27 9.6

1963 71.72 11.80 16.5 24.15 33.7 6.66 9.3

1964 78.92 12.62 16.0 26.69 33.8 7.27 9.2

1965 86.08 13.69 15.9 29.06 33.8 7.81 9.1

1966 96.13 14.63 15.2 35.18 36.6 8.67 9.0

1967 107.74 16.04 14.9 39.54 36.7 9.95 9.2

1968 121.54 17.39 14.3 43.83 36.1 11.05 9.1

1969 131.30 17.68 13.5 48.53 37.0 12.08 9.2

1970 144.04 19.05 13.2 54.14 37.6 12.77 8.9

^Source: Tables 11 and 13.



T A B L E  1 6

ESTIMATES OF GOVERNMENT PURCHASES FOR MIXED CATEGORIES AND AMOUNTS 
ASSIGNED TO ESSENTIAL CONSUMPTION, ANNUALLY, 1929-1951 (in 

billions of current dollars)^

Year
Transportation and 

Utilities Education Health & Hospitals Total 
Assigned to

Estimate
Social

Consumption Estimate
Social

Consumption Estimate
Social

Consumption
Soci,

Consump

1929 $1.33 $0.76 $2.64 $1.93 $0.76 $0.32 $3.01
1930 1.44 0 . 83 2 . 86 2.09 0. 82 0.35 3. 27
1931 1. 44 0 . 83 2. 85 2 .08 0 . 82 0.35 3.26
1932 1.23 0 . 70 2 . 45 1.79 0.70 0.30 2.79
1933 1.22 0 . 70 2 . 42 1.77 0 . 69 0.29 2.76
1934 1. 50 0 . 86 2.98 2 .18 0 . 85 0. 36 3. 40
1935 1.54 0.88 3.04 2.22 0.87 0.37 3.47
1936 1. 86 1.07 3.69 2 . 70 1.06 0.45 4.22
1937 1. 83 1.02 3.63 2.65 1.04 0.44 4.11
1938 2 .01 1.15 3.99 2 . 92 1.14 0 . 49 4.56
1939 2 . 07 1.19 4.10 3.00 1.17 0.50 4.69
1940 2 . 02 1.16 4.00 2 .92 1.14 0. 49 4.57
1941 1.88 1.08 3.74 2.73 1.07 0.46 4.27
1942 1.75 1.00 3.47 2.54 0.99 0.42 3.96
1943 1.51 0 . 87 2.99 2 .19 0. 86 0.37 3. 43
1944 1.56 0 . 89 3.09 2 . 26 0 . 88 0.38 3.53
1945 1.50 0 . 86 2.97 2.17 0.85 0. 36 3.39
1946 2 . 10 1.20 4 . 16 3.04 1.19 0.51 4. 75
1947 2 . 74 1.57 5.44 3.98 1.56 0.67 6.22
1948 3. 56 2 . 04 7.06 5.16 2.02 0. 86 8.06
1949 4 . 20 2.41 8 . 33 6 . 09 2.38 1.02 9.52
1950 4.07 2 .01 8.07 4 . 66 2 . 31 1.28 7.95
1951 4 . 37 2 . 15 8.66 5.01 2 . 48 1. 38 8. 54

For derivation procedure, see text.
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Young's s t r a i g h t  l i n e ,  h i s t o r i c a l  c o s t ,  F s e r v i c e  l i v e s  

d e p r e c i a t i o n  s e r i e s  fo r  n o n f in a n c ia l  co rp o ra t io n s  to  the 

O f f i c e  o f  Business Economics' d e p re c ia t io n  s e r i e s  f o r  these  

c o rp o r a t io n s .  Then, th e se  r a t i o s  a re  a p p l ied  to  the  Off ice  

o f  Business Economics'  s e r i e s  fo r  t o t a l  c a p i t a l  consumption 

to  a r r i v e  a t  e s t im a te s  of  e s s e n t i a l  c a p i t a l  consumption.

These o p e ra t io n s  a r e  summarized in  Tables 17 and 18.

T o ta l  E s s e n t i a l  Consumption and the  
Adjustment fo r  Surplus Elements 

Imbedded in  Market P r ic e s

In  Table  19, p e rso n a l  e s s e n t i a l  consumption and s o c i a l  

e s s e n t i a l  consumption a re  combined to  form t o t a l  e s s e n t i a l  con

sumption in  c u r r e n t  market p r i c e s .  There remains in  these  

e s t im a te s  o f  t o t a l  e s s e n t i a l  consumption a v a r i e t y  o f  su rp lus  

e lem ents .  These a re  imbedded in  the  s t r u c t u r e  o f  market 

p r i c e s  i n  such a way as to  p r o h i b i t  t h e i r  d i r e c t  exc lus ion  in  

th e  manner o f  exclud ing  p a y r o l l  t a x e s ,  l i f e  in su ran ce  premiums, 

and governmental t r a n s f e r  payments. The method fo r  dea l ing  

w ith  th e s e  imbedded su rp lus  elements i s  f i r s t  to  form a r a t i o  

o f  t h e i r  sum to  GNP f o r  a given ye a r .  Then, t h i s  p ro po r t ion  

i s  d e le t e d  from th e  t o t a l  e s s e n t i a l  consumption e s t im a te  fo r  

t h a t  y e a r .  These o p e ra t io n s  a re  summarized in  Tables  20 

through 24. In Table 24, the  f i n a l  e s t im a te  of  t o t a l  

e s s e n t i a l  consumption i s  given and converted to  1958 p r i c e s .
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TABLE 17

ALTERNATIVE DEPRECIATION ffiASURES, NONFINANCIAL 
CORPORATIONS, ANNUALLY, 1929-1970 (in 

b i l l i o n s  o f  c u r r e n t  d o l la r s )

Year
S t r a i g h t  Line^ 

Deprecia t ion
Off ice  of Business 

Economics Deprecia t ion Ratio

1929 $ 4.4 $ 4.1 1.07
1930 4.6 4.2 1.10
1931 4.5 4.2 1.07
1932 4.5 3.9 1.15
1933 4.3 3.7 1.16
1934 4.2 3.6 1.17
1935 4.1 3.5 1.17
1936 4.1 3.5 1.17
1937 4.3 3.6 1.19
1938 4.4 3.7 1.22
1939 4.4 3.7 1.19
1940 4.4 3.7 1.19
1941 4.5 4.1 1.12
1942 4.7 5.0 0.94
1943 4.6 5.3 0.87
1944 4.5 6.0 0.75
1945 4.6 6.3 0.73
1946 4.9 4.6 1.07
1947 5.5 5.7 0.96
1948 6.4 6.8 0.94
1949 7.4 7.8 0.95
1950 8.5 8.6 0.99
1951 9.5 10.0 0.95
1952 10.5 11.2 0.94
1953 11.4 12.8 0.89
1954 12.1 14.5 0.83
1955 13.1 16.8 0.78
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TABLE 17 —  Continued

Year
S t r a ig h t  Line^ 
Deprec ia t ion

Office of  Business 
Economics Depreciat ion Ratio

1956 $14.3 $18.3 0.78
1957 15.6 20.2 0.77
1958 16.7 21.2 0.79
1959 17.7 22.6 0.78
1960 19.1 24.0 0.80
1961 20.4 25.1 0.81
1962 21.8 28.8 0.76
1963 23.4 30.4 0.77
1964 25.1 32.2 0.78
1965 27.2 34.5 0.79
1966 29.9 37.0 0.81
1967 32.9 40.7 0.81
1968 35.5 44.2 0.80
1969 38.7 48.3 0.80
1970 42.1 52.8 0.80

^This t a b l e  i s  based upon the  methods and da ta  of 
Allan  H. Young, " A l t e r n a t iv e  Estimates o f  Corporate Deprecia
t io n  and P r o f i t s :  P a r t s  I and I I , "  Survey of Current  Business, 
XLVIII (Apri l ,  1968), 17-28, and (May, 1968), 16-28. Addi
t i o n a l  da ta  used a re  from the  update of Young's c a l c u l a t i o n s ,  
"A l t e rn a t iv e  Est imates  of  Corporate Depreciat ion and P r o f i t s ,  
1965-70," i b i d . , LII  (January,  1972), 34-35.

^This i s  one o f  s e v e r a l  d e p rec ia t ion  measures used by 
Young. I t  i s  based upon " h i s t o r i c a l  [o r ig in a l ]  cost"  and 
the  s e r v ic e  l i v e s  o f  the  1942 B u l le t in  F of the  I n t e r n a l  
Revenue Serv ice .
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TABLE 18

ESSENTIAL CAPITAL CONSUMPTION-, ANNUALLY, 1929-1970 
(in b i l l i o n s  of  c u r ren t  d o l la r s )

Year
O ff ice  of Business 

Economics C a p i ta l  Consumption
E s s e n t i a l  

C ap i ta l  Consumption

1929 $ 7.9 $ 8.5
1930 8.0 8.8
1931 7.9 8.5
19 32 7.4 8.5
1933 7.0 8.1
1934 6.8 8.0
1935 6.9 8.1
1936 7.0 8.2
1937 7.2 8.6
1938 7.3 8.9
1939 7.3 8.7
1940 7.5 8.9
1941 8.2 9.2
1942 9.8 9.2
1943 10.3 9.0
1944 11.0 8.3
1945 11.3 8.2
1946 9.9 10.6
1947 12.2 11.7
1948 14.5 13.6
1949 16.6 15.8
1950 18.3 18.1
1951 21.2 20.1
1952 23.2 21.8
1953 25.7 22.9
1954 28.2 23.4
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TABLE 18 —  Continued

Year
Office  o f  Business ^ 

Economics C a p i t a l  Consumption
E s s e n t i a l  , 

C a p i ta l  Consumption

1955 $31.5 $24.6
1955 34.1 26.6
1957 37.1 28.6
1958 38.9 30.7
1959 41.4 32.3
1960 43.4 34.7
1961 45.2 36.6
1962 50.0 38.0
1963 52.6 40.5
1964 56.0 43.7
1965 59.6 47.1
1966 63.9 51.8
1967 68.9 55.8
1968 74.5 59.6
1969 81.1 64.9
1970 87.6 70.1

^Source:  U .S . ,  Department of  Commerce, O ff ice  of Busi
ness Economies, The N at iona l  Income and Product Accounts of 
the  United  S t a t e s ,  1929-1965, S t a t i s t i c a l  Tables (Washington, 
D.C.; Government P r i n t i n g  O ff ice ,  1965), pp. 12-15; and 
Survey of  Current  Business ,  L (Ju lv ,  1970), 19, and LI (Ju ly ,  
1971), 15.

^Computed by apply ing  the  r a t i o s  from Table 17 to  the  
O f f ice  o f  Business Economics c a p i t a l  consumption s e r i e s .
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TABLE 19

TOTAL ESSENTIAL CONSUMPTION IN CURRENT MARKET 
PRICES, ANNUALLY, 1929-1970 ( in  b i l l i o n s ) ^

Year Personal Pure S oc ia l Mixed Soc ia l C ap i ta l T o ta l

1929 $ 66.5 $ 2.1 $ 3.0 $ 8.5 $ 80.1
1930 64.8 2.2 3.3 8.8 79.1
1931 59.0 2.2 3.3 8.5 73.0
1932 53.0 1.9 2 .8 8.5 66.2
1933 50.2 1.9 2 .8 8.5 63.0

1934 52.0 2 .3 3.4 8.0 65.7
1935 53.1 2.4 3.5 8.1 67.1
1936 53.8 2.9 4.2 8.2 69.1
1937 58.7 2.9 4.1 8.6 74.3
1938 58.6 3.1 4.6 8.9 78.1

1939 60.8 3.2 4.7 8.7 77.4
1940 61.5 3.1 4.6 8.9 78.1
1941 64.2 2.9 4.3 9.2 80.6
1942 77.3 2.7 4.0 9.2 93.2
1943 81.3 2 .3 3.4 9.0 96.0

1944 83.2 2 .4 3.5 8.3 97.4
1945 85.0 2.3 3.4 8.2 98.9
1946 90.6 3.3 4.8 10.6 109.3
1947 106.0 4.3 6.2 11.7 128.2
1948 115.6 5.5 8.1 13.6 142.8

1949 119.4 6.5 9.5 15.8 151.2
1950 127.1 6.3 8.0 18.1 159.5
1951 142.2 6.8 8.5 20.1 177.6
1952 154.1 9.3 9.2 21.8 194.4
1953 166.0 8.5 10.0 22.9 207.4

1954 177.9 9 .1 11.1 23.4 221.5
1955 189.8 9.7 12.2 24.6 236.3
1956 201.7 11.0 13.4 26.6 252.7
1957 213.6 12.4 14.7 28.6 269.3
1958 225.5 13.6 16.5 30.7 286. 3

1959 237.6 13.8 17.7 32.3 301.4
1960 249.9 15.7 18.7 34.7 319.0
1961 262.2 16.4 20.6 36.6 335.8
1962 274.5 17.2 21.7 38.0 351.4
1963 286.8 18.5 23.5 40.5 369.3
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TABLE 19 —  Continued

Year Personal  Pure So c ia l Mixed Socia l C ap i ta l Total

1964 $299.1 $20.2 $25.7 $43.7 $388.7
1965 311.4 21.7 27.9 47.1 408.1
1966 323.5 23.0 32.4 51.8 430.7
1967 331.7 25.5 36.3 55.8 449.3
1968 358.6 28.4 40.0 59.6 486.6

1969 379.4 32.6 43.5 64.9 520.4
1970 400.1 36.3 47.8 70.1 554.3

^Source: Tables 9, 10, 12 , 14, 16, and 18



T A B L E  2 0

MISCELLANEOUS GOVERNMENT REVENUE, ALL LEVELS, ANNUALLY, 1929-19 70
(in billions of current dollars)^

Year

Indirect 
Business 
Taxes & 

Non-Taxes

Non-Payroll 
Personal 
Taxes & 

Non-Taxes

Employer
Social

Insurance
Contributions Year

Indirect 
Business 
Taxes & 
Non-Taxes

Non-Payroll 
Personal Taxes & 

Non-Taxes

Employer
Social

Insurance
Contributions

1929 $ 7.0 $1.3 $0.1 1950 $23.4 $ 2.5 $ 4.01930 7.1 . 1.4 0.1 1951 25.2 2.8 4. 81931 6.9 1.3 0.1 1952 27.2 3.0 4.91932 6.7 1.2 0.1 1953 29.6 3. 3 4.91933 7.0 1.0 0 . 1 1954 29 . 4 3.6 5.2
1934 7. 8 1.1 0.1 1955 32.1 3.8 5.91935 8. 2 1.2 0 . 2 1956 34,9 4.4 6. 81936 8.7 1.4 0.4 1957 37.3 4.9 7. 81937 9 . 2 1.4 1.2 1958 38.5 5.1 8. 01938 9 . 1 1.4 1.4 1959 41. 4 5.7 9.7
1939 9 . 3 1. 4 1.5 1960 45.2 6.4 11. 41940 10.0 1.4 1.6 1961 47.7 7.1 11. 81941 11.3 1.4 2.0 1962 51.5 7.7 13.71942 11. 7 1.6 2 . 3 1963 54.7 8.3 15.01943 12 . 7 1.6 2.7 1964 58.5 9.5 15.4
1944 14.2 1.7 2.9 1965 62 . 6 10. 3 16.01945 15.5 2 . 0 3. 8 1966 65.6 11.3 20.31946 17.1 1.9 4 . 0 1967 70.4 12.4 21.91947 18.4 2 . 2 3.6 1968 78.6 13.4 24.4

oM



T A B L E  2 0  —  C o n t i n u e d

Indirect Non-Payroll Employer Indirect Non-Payroll Employer
Business Personal Social Business Personal Social
Taxes & Taxes & Insurance Taxes & Taxes & Insurance

Year Non-Taxes Non-Taxes Contributions Year Non-Taxes Non-Taxes Contributions

1948 $20.1 $2 . 4 $3.0 1969 $85. 6 $15.0 $27.8
1949 21.3 2.5 3.5 1970 92.9 16.3 29.6

Source: U.S., Department of Commerce, Office of Business Economies
Income and Product Accounts of the United States

19667ton, B.C. Government Printing Office,
Current Business, L (July, 1970), 20, 29, and

pp.
30,

The National
_______    (Washing-

14- 1 5 , 52-53, and 54-55, and Survey of
1929-1970, Statistical Tables
and LI (July, 1971), 16, 25, and 26,



T A B L E  2 1

WAGES AND SALARIES IN SURPLUS INDUSTRIES, ANNUALLY, 1929-1970 (in billions
of current dollars)

Year
Finance, 

Insurance, 
Real Estate Advertising^ Year

Finance, 
Insurance, 

Real Estate Advertising^

1929 $2.9 $0.9 1950 $ 5.8 $ 3.7
1930 2.7 0 . 8 1951 6. 4 4.2
1931 2 . 5 1.0 1952 6.9 4.7
1932 2.1 1.0 1953 7.5 5.0
1933 1.9 1.0 1954 8.1 5. 3
1934 2 . 0 1.1 1955 8.9 6.0
1935 2 . 1 1.1 1956 9 . 6 6.4
1936 2 . 2 1. 1 1957 10. 3 6.7
1937 2.4 1.2 1958 10.9 6.7
1938 2 . 3 1.2 1959 11. 8 7. 3
19 39 2 . 4 1. 3 1960 12. 4 7. 8
1940 2 . 5 1.4 1961 13.3 7.7
1941 2 . 6 1.5 1962 13.9 8.0
1942 2 . 7 1.4 1963 14.7 8. 5
1943 2.8 1.6 1964 15. 8 9.2
1944 3.0 1.8 1965 16. 8 9.9
1945 3 . 3 1. 9 1966 18.0 10. 8



T A B L E  2 1  —  C o n t i n u e d

Year
Finance, 

Insurance, 
Real Estate Advertising^ Year

Finance, 
Insurance, 

Real Estate Advertising^

1946 $4.1 $2 . 2 1967 $19. 8 $11.0
1947 4 . 5 2 . 8 1968 22. 3 11.8
1948 5.1 3 . 2 1969 24.9 12. 7
1949 5.3 3.4 1970 27.0 12. 8

Source: U.S., Department of Commerce, Office of Business Economies, The
National Income and Product Accounts of the United States, 1929-1970, Statistical 
Tables (Washington, D.C.: Government Printing Office, 1966) , pp. 94-9 7, and Suf^
vey of Current Business, L (July, 1970), 39, and LI (July, 1971), 35.

^These figures are based on the approximate ratio (65 percent) of wages and 
and salaries to national income in the service industries. The ratio is applied 
to the advertising expenditures given in U.S., Department of Commerce, Bureau of 
the Census, Statistical Abstract of the United States, 1971 Edition (Washington, 
D.C.: Government Printing Office, 1971), ^  745. Some years were filled in viainterpolation.

o
Ln
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TABLE 22

SURPLUS ELEMENTS IMBEDDED IN MARKET PRICES, ANNUALLY, 
1929-1970 (in  b i l l i o n s  of c u rre n t  d o l la r s ) ^

Year

Misc.
Gov't

Revenue P r o f i t s ^

Net
Business
I n t e r e s t

Personal
Rental
Income

Surplus 
Wages & 
S a la r ie s

1929 $ 8.4 $ 22.1 $ 4.7 $ 5.4 $ 3.8
1930 8.6 17.9 4.9 4.8 3.6
1931 8.3 12.2 5 .0 3.8 3.5
1932 8.0 7.5 4.6 2.7 3.1
1933 8.1 7 .3 4 .1 2.0 2.9
1934 9.0 10.5 4 .1 1.7 3.1
1935 9.6 12.9 4 .1 1.7 3.2
1936 10.5 15.4 3 .8 1.8 3.3
1937 11.8 17.2 3.7 2.1 3.6
1938 11.9 15.0 3.6 2.6 3.5
1939 12.2 16.6 3.5 2.7 3.7
1940 13.0 20.6 3 .3 2.9 3.9
1941 14.7 27.9 3.2 3.5 4.1
1942 15.6 36.1 3 .1 4.5 4.1
1943 17.0 41.8 2 .7 5.1 4.4
1944 18.8 42.3 2 .3 5.4 4.8
1945 21.3 38. 3 2 .2 5.6 5.2
1946 23.0 38.3 1 .5 6.6 6.3
1947 24.2 46.7 1.9 7.1 7.3
1948 25.5 57.6 1 .8 8.0 8.3
1949 27.3 56.2 1.9 8.4 8.7
1950 29.9 65.4 2 .0 9.4 9.5
1951 32.8 74.4 2 .3 10.3 10.6
1952 35.5 73.6 2 .6 11.5 11.6
1953 37.8 75.4 2 .8 12.7 12.5
1954 38.2 76.2 3 .6 13.6 13.4
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TABLE 22 —  Continued

Year

Misc.
Gov't

Revenue P ro f i t s ^

Net
Business
I n t e r e s t

Personal
Rental
Income

Surplus 
Wages & 
S a la r ie s

1955 $41.8 $ 88.7 $ 4.1 $13.9 $14.9
1956 46.1 90.9 4.6 14.3 16.0
1957 50.0 93.7 5.6 14.8 17.0
1958 51.6 91.8 6.8 15.4 17.6
1959 56.8 104.8 7.1 15.6 19.1
1960 63.0 104.9 8.4 15.8 20.2
1961 66.6 107.2 10.0 16.0 21.0
1962 72.9 118.1 11.6 16.7 21.9
1963 78.0 124.3 13.8 17.1 23.2
1964 83.4 135.6 15.5 17.7 25.0
1965 88.9 147.8 17.8 18.3 26.7
1966 97.2 161.7 21.4 20.0 28.8
1967 102.7 163.1 24.4 21.1 30.8
1968 116.4 174.9 26.9 21.2 34.1
1969 128.4 176.6 30.0 22.6 37.6
1970 138.8 175.1 33.0 23.3 39.8

t a b l e s  20 and 21; U .S . ,  Department o f  Commerce, O ffice  
o f  Business Economics, The N a tio na l  Income and Product 
Accounts o f the  United S t a te s ,  1929-1970, S t a t i s t i c a l  Tables 
(Washington, D .C .: Government P r in t in g  O ff ice ,  1966),
pp. 12-13 and 14-15; Survey of C urren t B u siness , L (July , 
1970), 19 and 20, and LI (Ju ly , 1971), 15 and 16.

This inc ludes  c o rp o ra te  p r o f i t s ,  c a p i t a l  consumption, 
and 25 p e rcen t  of th e  income of un incorpora ted  e n te rp r is e s .  
See Edward C. Budd, "Treatment o f  D is t r ib u t iv e  Shares," in  
A C r i t iq u e  of the  United S ta te s  Income and Product Accounts, 
S tu d ies  in  Income and W ealth, Vol. XXII, N a tiona l Bureau of 
Economic Research (P r in ce to n ,  New Je rse y :  P rinceton  Univer
s i t y  P re s s ,  1958), pp. 355-357; and Edward F. Denison, 
"Income Types and the  S ize  D is t r ib u t io n ,"  American Economic 
Review/Supplement, XLIV (May, 1954) , 256.



T A B L E  2  3

SURPLUS ELEMENTS IMBEDDED IN MARKET PRICES TO GNP, ANNUALLY
1929-1970 (in billions)^

RATIO OF

Year GNP Surplus Elements Ratio Year GNP Surplus Elements Ratio

19 29 $103.1 $ 44.4 0 .431 19 50 $284.8 $116.6 0 . 408
19 30 90.4 39. 8 0. 440 19 51 328.4 130.4 0 . 397
19 31 75.8 32.8 0. 433 19 52 345.5 134.8 0 . 390
19 32 58.0 25.9 0. 447 19 53 364.6 141.2 0 . 387
19 33 55.6 24.4 0. 439 19 54 364.8 145.0 0 . 397
19 34 65.1 28.4 0. 436 19 55 398.0 163. 4 0 .411
19 35 72.2 31.5 0. 436 19 56 419.2 171.9 0 .410
19 36 82.5 34.8 0 .422 19 57 441. 1 181.1 0 . 411
19 37 90.4 38.4 0 .425 19 58 447. 3 183.2 0 .410
19 38 84.7 36.6 0. 432 19 59 483.7 203. 4 0 . 421
19 39 90.5 38.7 0. 428 19 60 503.7 212. 3 0 . 421
19 40 100.0 43.7 0 .437 19 61 520.1 220.8 0. 424
19 41 124.5 53.4 0. 429 19 62 560. 3 241.2 0 .430
19 42 157.9 63.4 0 .402 19 63 590.5 256.4 0 .434
19 43 191.6 71.0 0 .371 19 64 631. 7 277.2 0 .439
19 44 210. 1 73.6 0. 350 19 65 681.2 299.5 0 . 440
19 45 211.9 72.6 0 .343 19 66 749.9 329.1 0 .439
19 46 208.5 75 . 7 0. 363 19 67 793.9 342.1 0 . 431
19 47 231.3 87. 2 0 .377 19 68 864. 2 373.5 0 . 432
19 48 257.6 101.2 0. 393 19 69 929.1 395.2 0 . 425
19 49 256.5 102 . 5 0. 400 19 70 974.1 410.0 0 . 421

^Source : 
The National

Table 22; U.S., Department of Commerce, Office 
Income and Product Accounts of the United States

of Business 
, 1929-1970,

Economics, 
Statistical

T a b l e s (Washington , D.C.: 
Current Business, L (July,

Government 
1970), 17,

Printing Office, 1966), pp. 
and LI (July, 1971), 13.

2-3; and Survey of

ooo
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TABLE 24

TOTAL ESSENTIAL C0NSUI4PTI0N. ANNUALLY, 1929-1970 
(in  b i l l i o n s  o f c u r re n t  and 1958 d o l la r s )

Year $ C urren t $ 1958 Year $ C urren t $ 1958

1929 45.6 90.1 1950 94.4 117.7
1930 44.3 89.9 1951 107.1 125.1
1931 41.4 92.4 1952 118.5 135.4
1932 36.6 91.0 1953 127.1 143.9
1933 35.3 89.8 1954 133.6 149.1
1934 37.1 87.9 1955 139.2 153.1
1935 37.8 88.7 1956 149.1 158.6
1936 39.9 93.7 1957 158.6 162.7
1937 42.7 96.0 1958 168.9 168.9
1938 42.7 97.3 1959 174.5 171.8
1939 44.3 102.5 1960 184.7 178.8
1940 44.0 100.2 1961 193.4 184.9
1941 46.0 97.5 1962 200.3 189.3
1942 55.7 105.1 1963 209.0 195.0
1943 60.4 106.3 1964 218.1 200.3
1944 63.3 10 8.8 1965 228.5 206.0
1945 65.0 108.9 1966 241.6 212.1
1946 69.6 104.3 1967 255.7 217.4
1947 79.9 107.1 1968 276.4 226.0
1948 86.7 10 8.9 1969 299.2 233.4
1949 90.7 114.7 1970 320.9 237.2

^Source: Tables 19 and 
O ffice  o f  Business Economics,

2 3; U .S .,  Department 
The N ationa l Income

of Commerci 
and Produc-

Accounts of th e  United S ta te s , 1929- 1970, S t a t i s t i c a l  Tables

pp. 158-159; and Survey of Current B usiness , L (Ju ly , 1970), 
47, and LI ( Ju ly ,  1971) , 43.



CHAPTER VI

EXCESS CAPACITY, UNEMPLOYMENT,

AND POTENTIAL OUTPUT

The n e x t  task  o f  the c u r re n t  study i s  th e  e s t im a t io n  

of p o t e n t i a l  o u tp u t.  P o t e n t i a l  ou tpu t may be viewed as th e  

maximum f e a s i b l e  o u tpu t a t t a in a b le  from the  given s o c ia l  

p roductive  p l a n t .  The usual method of e s t im a tin g  p o t e n t i a l  

o u tp u t  i s  t o  e s t im a te  th e  percentage  u t i l i z a t i o n  of produc

t i v e  c a p a c i ty  and then  to  a d ju s t  th e  a c tu a l  o u tp u t  f ig u re  

acco rd in g ly .

D iscussions o f  p o t e n t i a l  and f u l l  employment o u tp u t  

and th e  gap or s h o r t f a l l  o f  a c tu a l  ou tpu t therefrom  vary 

w idely  in  c h a ra c te r .  However, two c e n t r a l ,  u su a l ly  e x c lu s iv e ,  

elements common to  a l l  such d isc u ss io n s  a re  u n d e r u t i l i z a t i o n  

of th e  c a p i t a l  s tock  and unemployment of the  la b o r  fo rc e .

These two elem ents a re  u su a l ly  viewed so le ly  in  q u a n t i t a t iv e  

term s; t h a t  i s ,  the  q u a n t i ty  u t i l i z e d  i s  compared to  th e  

q u a n t i ty  a v a i la b le .  Such trea tm en t ignores th e  more q u a l i 

t a t i v e  elem ents invo lved , such as the  u n d e ru t i l i z a t io n  of 

s c a le  economies, w a s te fu l  p roduct d i f f e r e n t i a t i o n ,  planned 

obso lescen ce , and m a lu t i l i z a t i o n  o f  s c i e n t i f i c  and techno

lo g ic a l  knowledge. These l a t t e r  elements have long been

1 1 0



I l l
reco gn ized  in  th e  underworld l i t e r a t u r e ,  bu t have no t been

s y s te m a t ic a l ly  in co rp o ra te d  in to  mainstream economics nor

had t h e i r  impact su b je c ted  to  q u a n t i t a t iv e  measurement.^

Indeed , i t  seems th a t  th e  d i s c ip l in e  has taken to  h e a r t  the

words o f  i t s  paramount modern f ig u re ;

. . .  I  see  no reason to  suppose t h a t  the  e x is t in g  
system  s e r io u s ly  misemploys the  f a c to r s  of p roduction  
which a re  in  use. . . . I t  i s  in  determ ining the  v o l
ume, n o t  th e  d i r e c t io n ,  o f a c tu a l  employment t h a t  th e  
e x i s t i n g  system has broken down.^

Thus, w ith  no em p ir ica l  leg  to  s tan d  upon in  t h i s  q u a l i t a t i v e

a re a ,  th e  c u r r e n t  study i s  r e s t r i c t e d  to  the  t r a d i t i o n a l

q u a n t i t a t i v e l y  o r ie n te d  approach.

Excess cap a c i ty  i s  u su a l ly  used in  re fe rence  to  th e

p h y s ic a l  c a p i t a l  s to c k .  To move from e s t im a te s  of excess

c a p a c i ty  t o  p o t e n t i a l  o u tp u t ,  i t  i s  necessary  to  a s c e r ta in

Examples of th e  underworld t rea tm en t o f  these  e l e 
ments a re  easy  to  f in d .  See: T h o rs te in  Veblen, The Theory
of th e  B usiness E n te rp r is e  (New York: Charles S c r ib n e r 's
Sons, 1904), and The Vested I n t e r e s t s  and the S ta te  o f the  
I n d u s t r i a l  A rts  (New York: B. W. Huebsch, 1919), e s p e c ia l ly
Ch. IV, "Free Income." Harold Loeb, D ire c to r ,  Report o f  the  
N a tio n a l  Survey o f  P o te n t ia l  Product Capacity (New York: New
York C ity  Housing A u th o r i ty ,  1935), e s p e c ia l ly  pp. x i v - x x i i i  
and 207-247. Paul A. Baran, The P o l i t i c a l  Economy of Growth 
(New York: Monthly Review P re s s ,  1957) , pp. 34-39 . Paul A.
Baran and Pau l M. Sweezy, Monopoly C a p i ta l ;  An Essay on the  
American Economic and S oc ia l  Order (New York: Monthly Review
P re s s ,  1966), Ch. V. An excep tion  to  the  neg lec t  o f t h i s  a rea  
by orthodox econom ists which dem onstra tes the  type of re se a rc h  
needed i s  F ra n k l in  M. F is h e r ,  Zvi G r i l ic h e s ,  and Carl Kaysen, 
"The Costs o f Automobile Model Changes Since 1949," Jo u rn a l  
of P o l i t i c a l  Economy, LXX (October, 1962), 433-451.

2
John Maynard Keynes, The General Theory o f  Employment, 

I n t e r e s t ,  and Money (Harbinger e d . ;  New York; Harcourt Brace 
and World, I n c . ,  1964), p. 379.
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t h a t  unemployed lab o r  e x i s t s  which could man the  unused 

c a p i t a l .  The p re s e n t  c h ap te r  reviews th e  concepts and 

e s t im a te s  of excess c ap ac i ty  and unemployment and some o f  

th e  p o t e n t i a l  ou tpu t e s t im a te s  derived  d i r e c t l y  o r  i n d i r e c t ly  

therefrom . This review i s  b r i e f  and s e l e c t i v e .  The fo llow 

ing  ch ap te r  d ea ls  with the  b a s i s  adopted fo r  es t im ating  

p o t e n t i a l  ou tpu t and th e  e s t im a te s  th u s ly  derived .

Excess Capacity 

On the  D e f in i t io n  of Capacity  

Capacity , and th e r e f o re  excess c a p a c i ty ,  i s  d i f f i c u l t  

t o  m eaningfully  d e f in e .  This ambiguity stems from th e  ju x ta 

p o s i t io n  and i n t e r r e l a t i o n  o f  th e  s o c ia l  and te c h n ic a l  

f a c to r s  involved . To i l l u s t r a t e ,  co n s id e r  th e  th re e  b a s ic  

d e f i n i t i o n a l  p o in ts  o f view c i t e d  by Loeb from which capac ity  

may be approached:

The capac ity  of the  e x i s t in g  p la n t  w ith  o p e ra tio n  
governed by e x i s t in g  customs and t r a d i t i o n s .

The cap ac ity  of the  e x i s t in g  p la n t  i f  production  
were l im ite d  s o le ly  by p h y s ic a l  f a c to r s  and knowledge 
( i . e . ,  r e so u rc e s ,  man-power, and techno logy).

The capac ity  of th e  n a t io n  to  produce goods and 
se rv ic e s  i f  f u l l  advantage were taken  of e x is t in g  
re so u rce s ,  man-power, and knowledge.^

The l a t t e r  two a re  both  te c h n ic a l  in  n a tu re .  They d i f f e r

from each o th e r  in  t h a t  th e  former i s  l im i te d  to  the  ex ta n t

p ro d u c tiv e  p la n t  while the  l a t t e r  " s u b s t i t u t e s  fo r  [the

^Loeb, Report o f  th e  N ationa l Survey of P o te n t i a l  
Product C apac ity , pp. x iv -xv .
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e x ta n t  p la n t ]  a n o n -e x is te n t ,  y e t  p o ss ib le  p l a n t . "  This 

p o ss ib le  p la n t  would include  the  replacement o f o b so le te  

c a p i ta l  a t  an optimum te c h n ic a l  r a t e  and th e  use o f  modern 

management methods. The f i r s t  d e f i n i t i o n  d i f f e r s  from the 

l a t t e r  two in  t h a t  s o c i a l  e lem ents, such as th e  customary 

number o f  s h i f t s  and seasona l demand f lu c tu a t i o n s ,  a re  used 

as an a d d i t io n a l  l im i t in g  f a c to r  upon c a p a c i ty .

The t h i r d  d e f i n i t i o n  is  th e  more dynamic o f  th e  th re e ,  

encompassing s c i e n t i f i c  and te c h n ic a l  advance in to  th e  d e f in i 

t io n  of c a p a c i ty .  In  Loeb's view, the  "study o f  cap ac ity  

from such a p o in t  o f  view would be a running inven to ry  of our 

approach to  perfection."** I t  i s  probably the  concept Veblen 

has in  mind when, p o s s ib ly  somewhat tongue in  cheek, he 

e s t im a te s :

. . . t h a t  under o rd in ary  [peacetime] c o n d it io n s  of 
b u s in e s s l ik e  management, the  h a b i tu a l  n e t  p roduction  
i s  f a i r l y  to  be r a t e d  a t  something l i k e  o n e -fo u r th  
o f  th e  i n d u s t r i a l  community's p roductive  c a p a c i ty ;  
presumably under t h a t  f ig u re  r a th e r  than o v e r .^

I t  i s  no t c le a r  from h is  argument whether o r  no t V eblen 's  n e t

product excludes spurious  ou tpu t such as s e l l i n g  c o s t s .  At

any r a t e ,  he does n o t  undertake a sys tem atic  e m p ir ic a l  study

of th e  m a t te r .  In f a c t ,  he ta k e s  a dubious view on th e

p o s s i b i l i t y  of such an undertak ing  given th e  " e x is t in g

4
I b i d ., p. XV.

^Veblen, Vested I n t e r e s t s  and th e  S ta te  o f  the
I n d u s t r i a l  A r t s , p. 81.
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c ircum stances o f  ownership and c o n t r o l . "  And, whether o r  

no t  Veblen h e ld  in  mind a d e f i n i t i o n  of th i s  t h i r d  ty p e ,  no 

one p u rp o r ts  t o  have made a q u a n t i t a t iv e  study on such a 

b a s i s .

In th e  study d i r e c te d  by Loeb, the  second d e f i n i t i o n

wherein c a p a c i ty  i s  l im i te d  by e x i s t i n g  p lan t  and te c h n ic a l

f e a s i b i l i t y  was used. The o b je c t iv e  of the study was:

. . .  to  a s c e r t a in  A m erica 's  c ap a c i ty  to  produce goods 
and s e rv ic e s  re g a rd le s s  of customary or i n s t i t u t i o n a l  
p r a c t i c e s ,  which can be changed a t  w i l l .  [That i s ,  
to ]  in d ic a te  what the  American people  might expect to  
have fo r  consumption, given th e  e x is t in g  equipment, 
i f  p ro d u c tio n  were d i r e c te d  toward the  s a t i s f a c t i o n  
o f  th e  needs and wants o f th e  p opu la tion  and l im i te d  
only by o u r re so u rc e s ,  man-power, and knowledge.®

The au tho rs  recogn ize  t h a t  the  second d e f in i t i o n  sometimes

d i s t o r t s  t h i s  o b je c t iv e ,  as when a te c h n ic a l  b o t t le n e c k  in

the  p roduction  process e x i s t s  fo r  which a remedy i s  r e a d i ly

a v a i la b le .  A lso , they no te  t h a t  some elements o f  custom

e n te r  i n ,  n o tab ly  in  de term in ing  th e  hours of work fo r  lab o r .^

The a u th o rs  o f  the  well-known Brookings I n s t i t u t i o n

study u t i l i z e d  the  f i r s t  d e f i n i t i o n .  T heir d e f i n i t i o n  of

c ap ac i ty  i s  t h a t  ou tpu t " a t t a i n a b le  under the p r a c t i c a l

o p e ra t in g  c o n d it io n s  which e x i s t . "  In  the  aggrega te , t h i s

allows fo r  " su s ta in e d  sim ultaneous opera tion" which p rec ludes

supernumerary s h i f t s  and overtim e. T heir  e s t im a te  i s  based

^Loeb, Report of the  N a tio n a l  Survey o f  P o te n t i a l  
Product C ap ac ity , pp. x v i - x v i i .

^Ibid., p. xvii.



115
upon customary workday hours , workweek days, and d a i ly  s h i f t s .  

The e s t im a te  o f capac ity  i s  lowered to  th e  e x te n t  of usual 

seaso n a l f lu c tu a t io n s  o f  o u tp u t  and shutdowns f o r  maintenance 

and r e p a i r .  No attem pt i s  made to  in co rp o ra te  id e a l  condi

t io n s  nor to  allow for the  degree of u t i l i z a t i o n  of s c a le  

economies, technology, or o th e r  such q u a l i t a t i v e  f a c to r s .

In f a c t ,  they e x p l i c i t l y  l i m i t  them selves to underproduction 

caused by i n s u f f i c i e n t  aggregate  demand:

We a re  n o t a ttem pting  to  c a lc u la te  p roductive  
performances th a t  might be brought about under id e a l  
c o n d it io n s  bu t simply to  measure how much more prod
u c t  we could tu rn  out i f  th e  demand o f  th e  market 
were such as to  keep our p l a n t  and labo r  employed 
as f u l l y  as they could be under accepted hours of 
la b o r  and with proper s ta n d a rd s  o f p la n t  maintenance.®

More comments a re  made on the  Loeb and Brookings 

s tu d ie s  below in  r e l a t i o n  to  p o t e n t i a l  ou tpu t.  Enough has 

been s a id  to  t h i s  p o in t  to  i l l u s t r a t e  th e  d i f fe re n c e s  involved 

in  th e  th r e e  d e f in i t io n s  o f  c a p a c i ty .  I t  i s  n o t  a t  a l l  c le a r  

which b a s i s  i s  most s u i ta b le  fo r  p re s e n t  purposes. S ta ted  

ex trem ely , the  te c h n ic a l  d e f i n i t i o n s  s t r i p  the  capac ity  

concept o f  i t s  so c ia l  c o n ten t  and render i t  of dubious value  

to  th e  a n a ly s is  of production  which i s  a f t e r  a l l  a so c ia l  

p ro ce ss .  S ta ted  l ik ew ise , th e  custom o r ie n te d  d e f in i t io n  

c a s ts  an aura  of i n s c r u t a b i l i t y  around t r a d i t i o n ,  myth, and 

customary p r a c t ic e .  This v e i l  o f  t h e i r  be ing  th e  n a tu ra l

g
Edwin G. Nourse and A sso c ia te s ,  America' s Capacity 

to  Produce (Washington, D.C.: Brookings I n s t i t u t i o n ,  1934),
pp. 21-2 8 .
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order  o f  th in g s  robs th e  c ap a c i ty  concept of u t i l i t y  in  the  

a n a ly s is  o f  s o c ia l  change. This i s  p a r t i c u l a r ly  t ru e  in  

r e l a t i o n  to  the  p ro v is io n  of a bench mark fo r  comparison 

w ith  a c tu a l  p r a c t i c e  and th e  fo rm ula tion  o f  normative p re 

s c r ip t io n s  fo r  s o c i a l  change. A pparently , th e  accep tab le  

ground must l i e  somewhere in  between th e se  extremes, although 

j u s t  where th e r e in  th e  c u r r e n t  au tho r  would be hard p ressed  

to  sp e c i fy .

F o r tu n a te ly ,  th e  cho ice  i s  no t fo r  the  au thor to  

make. A l l  a v a i la b le  s tu d ie s ,  excep t the  one d i r e c te d  by Loeb, 

i m p l i c i t ly  o r  e x p l i c i t l y  accep t th e  customary b as is  o f the  

Brookings s tu d y . For example, Donald S tre e v e r  de fines  

c ap a c i ty  a s :

The p h y s ic a l  volume of goods and se rv ic e s  t h a t  can 
[s ic ]  be produced during a given p e r io d  when p ro
d u c tiv e  f a c i l i t i e s  a re  u t i l i z e d  to  t h e i r  maximum 
under normal o p e ra t in g  c o n d it io n s .  . . . The concept 
i s  in ten ded  to  be p r a c t i c a l  and th e  normal workweek 
i s  th e r e f o r e  i m p l i c i t .  . . . The len g th  o f  th e  work
week v a r ie s  from in d u s try  to  in d u s t ry .  . . . Some 
in d u s t r i e s  a re  continuous process  in d u s t r ie s ;  o th e rs  
o p e ra te  only one s h i f t .  What i s  im portan t in  the  
p re s e n t  c o n te x t  [ is ]  th e  r o l e  of th e  normal workweek 
as a p r a c t i c a l  l i m i t  on p ro d u c tio n . . . . The concept 
of c a p a c i ty  [here in ]  i s  in  agreement w ith  the 
Brookings concept.^

O ther w r i t e r s  i n t e r j e c t  th e  custom element more 

s u r r e p t i t i o u s l y .  D an ie l Creamer p u rp o r ts  to  avoid th e  prob

lems of customary v e rsu s  te c h n ic a l  f a c to r s  in  h is  d e f in i t io n  

o f  c a p a c i ty  by us ing  c a p i ta l - o u tp u t  r a t i o s :

Q
Donald C. S t re e v e r ,  Capacity  U t i l i z a t io n  and Business 

Investment (Urbana, I l l i n o i s :  U n iv e rs i ty  of I l l i n o i s  Bureau
of  Economic and Business Research, 1950) , pp. 24-25.
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The approach h e re  proposed is  the  an a ly s is  of the  
r e l a t i o n s h ip  o f  c a p i t a l  to  o u tp u t.  Such an a n a ly s is  
would avoid  the  te c h n ic a l  problems in h e ren t  in  th e  
measurement o f p h y s ic a l  c a p a c i ty .  . . . The procedure 
suggested  i s  to  e s t a b l i s h  . . .  a f ixed  c a p i t a l -  
o u tpu t r a t i o  f o r  a benchmark year  which independent 
evidence in d ic a te s  was a p e r io d  when capac ity  was 
v i r t u a l l y  f u l ly  u t i l i z e d .

Obviously, " independent evidence" cannot in d ic a te  f u l l  

u t i l i z a t i o n  of c a p a c i ty  i f  c a p a c i ty  remains undefined. 

Cream er's bench mark year  and independent evidence i s  one of 

th e  peak p e r io d s  o f  th e  postwar business  cycle  (1948). Essen

t i a l l y  th e n ,  customary p r a c t ic e s  o f  th e  year  1948 a re  in c o r 

p o ra ted  i n to  Cream er's  a n a ly s i s .

F i n a l l y ,  th e  McGraw-Hill method of viewing c ap ac i ty  

as being  in  the  eyes o f  the  respondent undoubtedly incorpo

r a t e s  th e  custom e lem ent. The McGraw-Hill surveys simply 

ask th e  responden t b u s in e ss  execu tive  to  s t a t e  h is  p l a n t ' s  

pe rcen tage  change in  c a p a c i ty  as "measured in  p h y s ic a l  volume" 

during  a g iven p e r io d  and th e  percen tage  o f  t o t a l  c ap a c i ty  

u t i l i z e d  a t  a  p o in t  in  t im e. No d e f in i t io n s  o f  cap a c i ty  a re  

prov ided .^   ̂ Thus, t h e  respondent i s  l e f t  to  d e fin e  workweek 

and s im i la r  f a c to r s  upon which cap ac ity  r e s t s .  One may ju s 

t i f i a b l y  suppose t h a t  p a s t  p r a c t ic e  in  such m a tte rs  would 

weigh h e a v i ly  in  th e  re sp o n d e n t 's  d e l ib e r a t io n .

D aniel Creamer, C a p ita l  Expansion and Capacity in  
Postwar M anufacturing (New York: N a tiona l I n d u s t r i a l  Confer
ence Board, I n c . ,  1961), p. 19.

l ^ I b i d . , p . 18.
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E stim ates  o f  Excess Capacity

Capacity  u t i l i z a t i o n  e s t im ates  are  g e n e ra l ly  l im ite d  

to  m anufacturing, sometimes inc lud ing  mining, s in c e  th e re in  

l i e s  th e  bulk  o f  c a p i t a l  s to c k .  The ex tensive  Brookings 

study e s t im a te s  cap ac ity  u t i l i z a t i o n  r a t i o s  fo r  manufactur

ing averaging 80 p e rc e n t  fo r  1925-1929 and 83 p e rc e n t  fo r  

1929 a lo n e . For mining, th e  e s t im ate  i s  83.4 p e rc e n t  both 

fo r  th e  1925-1929 average and the  peak year 1929.^^ As 

noted above, th e  Brookings s tudy  was based upon p r a c t i c a l l y  

a t t a in a b le  and customary c a p a c i ty  r a th e r  than t e c h n ic a l ly  

ra te d  c a p a c i ty .  A lso , com pletely i d l e  p la n ts  were judged 

o b so le te  and om itted  from th e  cap ac ity  e s t im a te .

Donald S t r e e v e r ' s s tudy fo r  manufacturing and mining 

covers the  p e r io d  1920-1955. He takes the  Brookings' 83 per

cent u t i l i z a t i o n  r a t e  as h i s  bench mark. By assuming equal 

degrees o f u t i l i z a t i o n  in  1923 and 1948, he computes a 

" s c a l in g  f a c to r "  which i s  then app lied  to  annual changes in  

the  c a p i t a l  s tock  to  a r r iv e  a t  the  change in c a p a c i ty .  By 

adding th e  change in  c a p a c i ty  to  the bench mark f ig u r e ,  he 

a r r iv e s  a t  an e s t im a te  o f t o t a l  c ap ac i ty .

12Nourse, Am erica 's Capacity to  Produce, pp. 144, 
301, and 307.

13S tre e v e r ,  C apacity  U t i l i z a t io n  and Business 
Investment, p. 64.
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Baran and Sweezy use S t r e e v e r 's  cap ac ity  index and 

th e  F ed era l  Reserve B oard 's  index of i n d u s t r i a l  production^ 

to  compute a c a p a c i ty  u t i l i z a t i o n  index fo r  the  1920s and 

1930s. For 1920-1929, t h i s  index  ranges from a 1920 and 1923 

h igh  o f  94 p e rc e n t  to  a 1921 low of 65 p e rc e n t .  The average 

fo r  1920-1929 i s  84.5 p e rcen t  a n d ,- f o r  1925-1929 , 85.6 p e r 

c e n t .  For 1930-1939, th e  index ranges from a 1932 low o f  

42 p e rc e n t  to  83 p e rc e n t  in  1937. The average fo r  the  1930- 

1939 p e r io d  i s  63.4 p e r c e n t . E x t e n d i n g  Baran and Sweezy's 

method through th e  1940-1955 p e rio d  y ie ld s  a range from 

136 p e rc e n t  in  1943 to  78 p e rc e n t  in 1949 and 1954. The 

average  fo r  1940-1955 i s  97.4 p e rc e n t ,  f o r  1940-1949,

104.3 p e rc e n t ,  and fo r  1950-1955, 85.8 p e rc e n t .  The p e rc e n t 

ages in  excess o f  100 p e rc e n t  in d ic a te  emergency, fo rced  

d r a f t  o p e ra t in g  r a t e s  which exceed th e  normal f u l l  c ap ac i ty  

r a t e s .

I t  i s  i n t e r e s t i n g  to  n o te  t h a t  such forced  d r a f t  

p rod uc tion  d id  n o t  occur during  the  Korean War. The c ap a c i ty  

u t i l i z a t i o n  index based on S t r e e v e r 's  f ig u re s  i s  89 p e rc e n t ,  

90 p e rc e n t ,  87 p e rc e n t ,  and 88 p e rc en t  fo r  th e  fo u r-y e a r  

p e r io d  1950-1953. As Lewis H. Robb p o in ts  o u t ,  t h i s  i s  in  

p a r t  due to  th e  permanent w arfa re  s t a t e  e s ta b l is h e d  during

^^I b i d . , p . 64

^^Baran and Sweezy, Monopoly C a p i t a l , pp. 237 and 242,
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th e  Cold War in  which Pentagon p o l ic y  has been to  m ain tain  

permanent re s e rv e  c ap ac i ty  fo r  m i l i ta ry  p re p a ra t io n s .

Robb's c ap a c i ty  u t i l i z a t i o n  index fo r  1952 i s  55 p er

c e n t .  He assumes 100 p e rc e n t  u t i l i z a t i o n  in  1943 d e sp i te  

n o t in g  i d le  c a p a c i ty  in  t h a t  year  due to  th e  nonproportion

a l i t y  caused by the  m i l i t a r y  b u ild u p . He reasons t h a t  

c ap ac i ty  in c re ased  by 60 p e rc e n t  in  the 1943-1952 period  

based  on th e  U.S. Department o f  Commerce e s t im a te  t h a t  a 

50 p e rcen t  in c re a s e  occurred  in  th e  1945-1952 period .

Robb d iscou n ts  th e  fo rced  d r a f t  argument which i s  

o f te n  used to  exp la in  th e  f a i l u r e  o f the  F edera l Reserve 

B oard 's  p roduction  index to  reach  i t s  1943 le v e l  by 1952.

He reasons t h a t  the  1943 h igh er  average weekly work hours and 

th e  en try  i n to  th e  labo r  fo rce  of those n o t  normally employed 

i s  more than o f f s e t  by th e  te n  m ill io n s  in  the  armed se rv ic e s  

in  1943, th e  n a tu r a l  in c re a s e  of th e  labor fo rce  by one m il

l io n  annua lly ,  and the  p ro duc tiv e  in c reases  o f  th e  postwar 

p e r io d .^  ®

Other cap a c i ty  u t i l i z a t i o n  ind ices  a re  n o t  d i r e c t l y  

comparable w ith  those given above since  they assume f u l l  

u t i l i z a t i o n  fo r  some y e a r  in  th e  e a r ly  1950s. Using th e  

c a p i ta l - o u tp u t  r a t i o  method and assuming 100 pe rcen t u t i l i 

za t io n  in  1948 and 1553, D aniel Creamer e s t im a te s  a 1957

^^Lewis H. Robb, " I n d u s t r i a l  Capacity and I t s  
U t i l i z a t i o n , "  Science and S o c ie ty , XVII (F a l l ,  1953), 319-324.
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u t i l i z a t i o n  r a t e  fo r  m anufacturing o f  89 p e r c e n t . I n  a 

l a t e r  p u b l ic a t io n  and using  th e  same method fo r  a l l  manufac

tu r in g  except newspapers y Creamer e s t im ate s  u t i l i z a t i o n  r a t e s  

o f  97 p e rcen t  in  1955, 91 p e rc e n t  in  1956, 88 p e rc e n t  in  1957, 

87 p e rc e n t  in  1958, 94 p e rc e n t  in  1959, 93 p e rc e n t  in 1960, 

and 92 p e rcen t  in  1961.^® Cream er's e s tim ates  in  a l l  cases 

a re  fo r  peak o p e ra t io n  p e r io d s  during the  year .

A v a r i e ty  of au tho rs  de riv e  a u t i l i z a t i o n  index by 

u s in g  the r a t i o  o f  th e  F edera l  Reserve Board 's index of manu

fa c tu r in g  p roduction  to  th e  McGraw-Hill index o f  c ap ac i ty .  

These in d ic e s  vary somewhat according  to  th e  p a r t i c u l a r  pub

l i c a t i o n  i s s u e  of th e  two agencies  used. L a te r  p u b l ic a t io n  

r e v is io n s  and d i f f e r e n c e s  between ca lendar  tim e opera ting  

r a t e s  account fo r  these  d i f f e r e n c e s .  Thus, Robert P. Ulin 

e s t im a te s  c ap ac i ty  u t i l i z a t i o n  r a t e s  of 100 p e rc e n t  fo r  1950, 

94 p e rc en t  fo r  1952, 82 p e rc e n t  fo r  1953, and 81 percen t fo r  

1954.1® W illiam F. B u t l e r 's  f ig u re s  y ie ld  r a t e s  o f  100 p e r 

c e n t  fo r  1950, 100 p e rc e n t  fo r  1951, 97 p e rcen t  fo r  1952,

99 p e rc en t  fo r  1953, 89 p e rc e n t  fo r  1954, 93 p e rc e n t  fo r

17Creamer, C a p ita l  Expansion and Capacity  in  Postwar 
M anufacturing , p. 25.

18Daniel Creamer, Recent Changes in  Manufacturing 
Capacity  (New York: N a tiona l I n d u s t r i a l  Conference Board,
I n c . , 1962), Table A-6.

19Robert P. U lin , "Are We B uild ing  Too Much Capacity?" 
Harvard Business Review, XXXIII (November-December, 1955), 42.
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1955, 89 p e rc e n t  fo r  1956, and 85 p e rc e n t  fo r  1957.^® Baran 

and Sweezy e s t im a te  r a t e s  o f 100 p e rc e n t  fo r  1952, 103 pe r

cen t f o r  1951, 99 p e rc e n t  fo r  1952, 98 pe rcen t fo r  1953,

87 p e rc e n t  f o r  1954, 92 p e rcen t  fo r  1955, 89 p e rc e n t  fo r

1956, 85 p e rc e n t  fo r  1957, 76 p e rc e n t  fo r  1958, 81 pe rcen t 

fo r  1959, 81 p e rcen t fo r  1960, 80 p e rc e n t  fo r  1961, 83 p e r

cen t fo r  1962, and 83 p e rcen t  fo r  1963.^^

F i n a l l y ,  A lice  Bourneuf computes the  averages of the  

McGraw-Hill and F. de Leeuw cap a c i ty  u t i l i z a t i o n  in d ic e s .

The McGraw-Hill index averaged 93 p e rc e n t  fo r  1949-1952,

89 p e rc en t  f o r  1953-1955, 79 p e rc en t  fo r  1956-1958, 76 per

cen t fo r  1959-1962, and 84 p e rc en t  fo r  the  e n t i r e  1949-1962 

p e r io d .  P ro fe s s o r  de Leeuw's index averaged 87 p e rc e n t  fo r  

1949-1952, 89 p e rcen t  fo r  1953-1955, 83 pe rcen t fo r  1956- 

1958, 84 p e rc e n t  fo r  1959-1962, and 85 p e rcen t  fo r  1949-1962.

Although t h i s  l i s t  could be expanded, i t  i s  long 

enough to  in d ic a te  th e  g enera l magnitude of excess cap a c i ty .  

Whether o r  n o t  one can p re c is e ly  d i s t in g u i s h  eq u il ib r iu m  and

20 W illiam  F. B u t le r ,  "Capacity U t i l i z a t io n  and the 
Rate o f  P r o f i t a b i l i t y  in  M anufacturing,"  American Economic 
Review/Supplement, XLVIII (May, 1958) , 24H

21Baran and Sweezy, Monopoly C a p i t a l , p . 247.

22A lice  Bourneuf, "Manufacturing Investm ent, Excess 
C apacity , and the Rate of Growth o f  Output,"  American Economic 
Review, LIV (September, 1964), 622.



123
d ise q u il ib r iu m  excess c ap ac i ty  /   ̂ i t  i s  apparent th a t  

something on the  o rd e r  of 10 p e rc e n t  to  15 pe rcen t o f  

c a p a c i ty ,  c o n se rv a t iv e ly  d e f in e d ,  remains i d le  in  peacetime 

c o n d it io n s .  Moreover, the  e n t i r e t y  of t h i s  i d l e  capac ity  

i s  su re ly  no a c c id e n t .  McGraw-Hill's respondents a t  year  

end 1954 were o p e ra t in g  a t  an average r a t e  of 84 p e rcen t  o f 

c a p a c i ty  and would have p re fe r re d  an average r a t e  of 89 p e r

cen t.^  “* S im i la r ly ,  in  September, 1958, they would have 

p r e f e r r e d  a r a t e  o f 90 pe rcen t to  t h e i r  a c tu a l  r a t e  of 

82 p e rc e n t  o f  c a p a c i ty .^  ®

Unemployment

The o th e r  s id e  of the  coin concerning the  gap between 

a c tu a l  and p o t e n t i a l  ou tpu t i s  the  labo r supply . E s s e n t ia l ly ,  

the  q u es tio n  i s  whether or no t unemployed manpower e x i s t s  to  

o p e ra te  the  i d l e  c a p i t a l  c ap a c i ty .  I t  i s  not necessary  to  

undertake  an ex ten s iv e  review o f  a v a i la b le  manpower v i s - a - v i s  

excess cap ac ity  s in c e  t h i s  was done in  th e  Brookings study 

and co rrobo ra ted  by th e  study d i r e c te d  by Loeb and th e  l a t e r  

f in d in g s  of Robb.

23See J .  S te in d l ,  M aturity  and S tagnation  in  American 
C ap ita l ism  (Oxford, England: B a s i l  B lackwell, 1952), pp. 4-
14, fo r  a t h e o r e t i c a l  d isc u ss io n  thereon.

^^Ulin, "Are We B uild ing  Too Much Capacity?" p. 43.

25B u t le r ,  "Capacity U t i l i z a t io n  and th e  Rate o f  
P r o f i t a b i l i t y  in  M anufacturing," p. 239.
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Moreover, such an ex tens iv e  search  i s  unnecessary to 

deny any c la im  t h a t  la b o r  sh o rtages  cause the  excess capacity . 

This can be done by n o tin g  t h a t  th e  percen tage  of th e  labor 

fo rce  unemployed moves in  phase w ith  th e  percen tage  of excess 

c a p a c i ty ,  n o t  c o n tra ry  to  i t .  The average unemployment ra te  

o f  th e  c i v i l i a n  labo r  fo rce  as o f  November 1 o f each year was 

4.5 p e rc e n t  fo r  1953-1955, 5 .3 p e rc e n t  fo r  1955-1958, and 

5.9 p e rc e n t  fo r  1952-1952.^® R eca ll in g  from above th a t  the 

excess c a p a c i ty  pe rcen tages  fo r  th e s e  years  showed s im ila r  

upward movement in d ic a te s  t h a t  a lab o r  sho rtag e  was no t the 

cause fo r  such movement.

Moreover, the  o f f i c i a l  unemiployment percen tage  under

s t a t e s  th e  a c tu a l  r a t e  o f  those w i l l in g  b u t  unable to  f ind  

work. S trand  and Dernburg compute gap unemployment r a te s  

based on th e  e s t im a ted  s iz e  o f th e  la b o r  fo rce  p a r t i c ip a t in g  

under high (3 percen t)  and low (4 percen t)  f u l l  employment 

c o n d it io n s .  The high f u l l  employment gap averaged 6.1 pe r

cen t fo r  1953-1955, 6 .8  p e rcen t  fo r  1956-1958, and 9.2 per

cen t fo r  19 59-1962. The low f u l l  employment gap averaged 

5.2 p e rc e n t ,  5.9 p e rc e n t ,  and 8.3 p e rc e n t  r e s p e c t iv e ly  fo r  

the  same p e r io d s .

*) fs
Kenneth S trand  and Thomas Dernburg, "C yc lica l  Varia

t io n  in  C iv i l i a n  Labor Force P a r t i c ip a t io n , "  Review of Econom
ic s  and S t a t i s t i c s , XLVI (November, 1964), 387,

^ ^ I b i d . , p .  3 8 8 .
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F in a l ly ,  t h a t  many of th e se  unemployed may be 

s t r u c t u r a l l y  unemployed and lack  th e  necessary  s k i l l s  fo r  

o p e ra t in g  th e  u n u t i l i z e d  c a p i t a l  i s  a t ru e  b u t  s e l f -d e f e a t in g  

argument. The tex tb o o k s ,  even the  advanced ones, in d ic a te  

t h a t  were th e  system fu n c t io n in g  e f f e c t i v e l y ,  such d i s p ro -  

p o r t i o n a l i t y  between r e q u i s i t e  and a v a i la b le  s k i l l s  would be 

c o r re c te d .  To e x p la in  excess c a p a c i ty  by denying th a t  such 

c o r r e c t io n  i s  forthcom ing i s  to  adm it t h a t  the  d isp ro p o r t io n -  

a l i t y  o f  th e  a n a r c h i s t  system of c a p i t a l i s t  p roduction in h e r 

e n t ly  u n d e ru t i l i z e s  i t s  p ro duc tiv e  p o t e n t i a l .

P o te n t i a l  Output 

E ar ly  S tu d ies

The Brookings Study

P o te n t i a l  o u tp u t  s tu d ie s  seek  to  estim ate  the  l e v e l  

o f  p ro d u c tio n  which would be forthcom ing in  a given p e r io d  

i f  f u l l  u t i l i z a t i o n ,  v a r io u s ly  d e f in e d ,  o f  c a p i ta l  and human 

re so u rc e s  were a t t a in e d .  The p io n ee rin g  and most comprehen

s iv e  works in  th e  a re a  a re  th e  Brookings I n s t i tu t i o n  and 

Loeb s tu d ie s .  Both s tu d i e s  surveyed th e  degree o f  u t i l i z a 

t io n  of c ap a c i ty  in  a l l  economic s e c to r s  and compared the  

u n d e r u t i l i z a t i o n  o f  c a p i t a l  c ap a c i ty  w ith  a v a i la b le  la b o r  

supply  and p o s s ib le  t e c h n ic a l  b o t t le n e c k s  to  assure  p ro p o r

t i o n a l i t y  in  t h e i r  p o t e n t i a l  ou tpu t e s t im a te s .  The d iv e r 

gence o f  th e  two e s t im a te s  i s  l a r g e ly  a t t r i b u t a b l e  t o  the  

approach used in  measuring cap ac ity .^  ®

2 8See above, t h i s  chap ter .
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The Brookings study es t im ates  the  u t i l i z a t i o n  of

p r a c t i c a l  c a p a c i ty  f o r  a l l  s e c to r s ,  t h a t  i s ,  a g r i c u l tu r e ,

t r a n s p o r t a t i o n ,  m erchandising , and c o n s tru c t io n  as w e ll  as

mining and m anufacturing , to  have been 80 percen t in  1929.^^

In seek ing  to  a s c e r t a in  whether o r  n o t  lab o r  was th e  l im i t in g

f a c to r  which p reven ted  f u l l  u t i l i z a t i o n  o f  c a p a c i ty ,  the

au th o rs  surveyed unemployed or underemployed lab o r  in  the

v a r io u s  economic s e c to r s .  C o n sis ten t  w ith  t h e i r  goa l of

determ in ing  " p r a c t i c a l l y  a t t a in a b le "  p roduction , th e  authors

d id  n o t  seek to

. . . p r e s e n t  an id e a l iz e d  p ic tu r e  o f  the  p o te n t i a l  
l a b o r  power which might be put to  work i f  we had an 
improved scheme o f  economic o rg a n iz a t io n ,  b e t t e r  labor 
management, s t ro n g e r  in c e n tiv e s  fo r  w orkers, o r  a 
p e r f e c t  placem ent system. . . .  We a re  a ttem pting  to  
measure th e  p ro duc tiv e  c ap ac i ty  o f  such labor as was 
a t  hand b u t  was used to  an amount le s s  than i t  would 
have been ab le  and w i l l in g  to  render i f  a l a r g e r  de
mand had been forthcom ing from th e  lab o r  market.^°

In o th e r  words, th e  au tho rs  did n o t  seek to  measure the  volume 

o f  la b o r  which would have been a v a i la b le  had f u l l  employment 

o r  a h ig h e r  degree o f  p r o p o r t io n a l i ty  in  production been su s 

ta in e d .  Even w ith  t h i s  l im i te d  measure, however, th e  au thors  

found s u f f i c i e n t  a v a i la b le  lab o r  to  meet the  volume needed 

fo r  f u l l  c a p a c i ty  u t i l i z a t i o n  of th e  p roductive  p la n t .

29Nourse, A m erica 's  Capacity to  Produce, p. 415. 

^^I b i d . , p. 406.

^^Ibid., p. 414.
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In  making t h e i r  f i n a l  e s t im a tio n  o f  p o t e n t i a l  o u tp u t ,  

th e  au tho rs  a lso  allowed fo r  aggregate  d i s p r o p o r t io n a l i t y , 

b o t t le n e c k s ,  and ob so le te  equipment n o t  p rev io u s ly  excluded 

w ith  id le  p l a n t s .  To do so , they  defined  f u l l  c ap a c i ty  as 

95 p e rc e n t  o f  the  p r a c t i c a l l y 'a t t a i n a b l e  c a p a c i ty .  With 

th e s e  " reasonab le  allowances fo r  f a i l u r e s  o f  c o -o rd in a t io n ,"  

t h e i r  f i n a l  e s tim ate  i s  t h a t  p roduction  in  1929 could have 

been a t  a minimum 19 pe rcen t g re a te r  than i t  a c tu a l ly  was. 

Applying t h i s  f ig u re  to  a c tu a l  GNP in  1929 and converting  to  

1958 d o l la r s  y ie ld s  an es t im ate  o f  $242.5 b i l l i o n  fo r  poten

t i a l  ou tpu t in  1929.

The Loeb Study

The study d i r e c te d  by Loeb was s im i la r  in  most 

r e s p e c ts  to  th e  Brookings study. Excess c ap a c i ty  was surveyed 

fo r  a l l  s e c to r s  and matched w ith  the  a v a i la b le  la b o r  supply to  

a s su re  t h a t  a labor shortage  was n o t a l im i t in g  f a c to r .  There 

w ere, however, two major d i f f e re n c e s .  F i r s t ,  as d iscussed  

above, th e  au tho rs  used a more l i b e r a l ,  bu t  n o t  the  most l i b 

e r a l ,  d e f i n i t i o n  of c a p a c i ty .  Second, th e  au tho rs  used an 

e s t im a te  o f  a c tu a l  consumer wants and needs in  d e r iv in g  

t h e i r  e s t im a te s  o f c a p a c i ty .  To do so ,  they used th e  r e s u l t s  

o f  consumer expend itu re  surveys to  e s t im a te  th e  volume of 

consumer demand for each s e c to r  which would have been f o r th 

coming had th e  population  possessed th e  r e q u i s i t e  purchasing

^ ^ I b id . , pp. 416-422,
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power. These "budget" items were then  compared with 

p roductiv e  c ap ac i ty  in  the  various l in e s  o f  p roduction . In 

those  cases  in  which p roductive  cap ac ity  exceeded the  budget 

need, th e  c ap a c i ty  was deemed a v a i la b le  fo r  use in  o ther 

a r e a s .  ̂^

Since they  used a capacity  concept based on e x is t in g  

p la n t  and methods of p roduction , w ithou t allowance fo r  te c h 

n o lo g ic a l  change, replacement o f o b so le te  equipment, poten

t i a l  la b o r  fo rce  p a r t i c ip a n ts  not p a r t i c i p a t i n g ,  planned 

obso lescence , o r  o th e r  q u a l i t a t iv e  f a c to r s ,  th e  authors con

s id e red  t h e i r  budget cap ac ity  to  be "a minimum estim ate  of 

p r a c t i c a l  c ap a c i ty  a v a i la b le  fo r  th e  production  of des ired  

goods and s e rv ic e s ."

T heir  p o t e n t i a l  ou tpu t f ig u re s  amount to  a p o te n t i a l  

45 p e rc e n t  in c re a se  over a c tu a l  o u tpu t  fo r  1929, a 59 pe rcen t 

in c re a se  in  1930, 75 p e rcen t in  1931, 101 p e rc en t  in  1932, 

and 86 p e rc e n t  in  1944.^“* Applying th e se  percen tages to 

co n s tan t  d o l l a r  GNP fo r  th e  re s p e c t iv e  years  y ie ld s  p o te n t i a l  

ou tpu ts in  1958 d o l la r s  o f $295.2 b i l l i o n  fo r  1929, $291.8 

b i l l i o n  fo r  1930, $296.3 b i l l i o n  fo r  1931, $289.8 b i l l i o n  

fo r  1932, and $263.2 b i l l i o n  fo r  1933. The s ig n i f i c a n t  

f ig u re  f o r  comparison i s  the  f i r s t  which shows a p o te n t ia l  

ou tpu t f o r  1929 over $50 b i l l i o n  g r e a te r  than th a t  implied 

by the  Brookings study.

33Loeb, Report o f  the N ational Survey o f  P o te n t ia l  
Product C ap ac ity , pp. x x f f .

I b i d . , pp. x x i i ,  199-200, and 237-238.
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L a te r  S tud ies

During th e  hot wars p e r io d ,  1940-1953, th e  a t t e n t io n  

o f  economists cen te red  on th e  problems o f  conversion and r e 

conversion  of resou rce  a l l o c a t io n .  Soon t h e r e a f t e r ,  however, 

th e  carryover p ro g re s s iv e  thought t h a t  produced th e  Employ

ment Act of 1946 and the  concern e v e n tu a l ly  evoked by the  

s ta g n a t io n  in  th e  U.S. in  comparison to  th e  expansions in  

Western Europe, Japan, and th e  S o v ie t  Union,combined to  r e 

new i n t e r e s t  in  th e  le v e l  o f  economic a c t i v i t y  and th e  r a t e  

o f  economic growth. In t h i s  surge o f  i n t e r e s t ,  a lthough no 

in v e n to r ie s  matching the  scope o f  th e  two s tu d ie s  d iscussed  

above were conducted, th e r e  a rose  a v a r i e ty  o f p o t e n t i a l  

ou tp u t  and f u l l  employment e s t im a te s  and concom itant s h o r t 

f a l l s ,  gaps, and d e f i c i t s .

K e y se r l in g 's  E stim ates  o f Maximum Output

One of th e  e a r l i e s t  and most p e r s i s t e n t  a n a ly s ts  in  

t h i s  reg a rd  i s  Leon H. K pyserling  and h i s  Washington-based 

o rg a n iz a t io n ,  th e  Conference on Economic P ro g re ss .  Whether 

o r  no t  he deserves  the  "growthmanship" charge so o f te n  le v 

e le d  a t  him, th e r e  i s  no doubt t h a t  K eyserling  has been 

e x t r a o r d in a r i l y  tenac io us  and c o n s i s t e n t  in  h is  advocacy of 

economic growth. In a s e r i e s  o f  monographs and a r t i c l e s  

th roughou t the  1950s and 1960s, he rep ea ted  h is  c e n t r a l  

themes o f  maximum employment and growth, th e  s h o r t f a l l  th e re 

from, and the  s o c i a l  problems which could be am elio ra ted  with 

th e  unused p o t e n t i a l .  Indeed, as l a t e  as 1968 and in  the
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face o f  growing doubt as to  th e  e f f i c a c y  of s te a d i ly  

in c re a s in g  GNP in  the  a re a  of so lv in g  so c ia l  problems, he 

remains committed to  economic growth as the  "problem o f  

p rob lem s."  ̂ ^

K e y se r l in g 's  method th roughout t h i s  period  has been

to  f i r s t  s e l e c t  a pe rio d  when a c tu a l  production  roughly

equaled p o t e n t i a l  p ro d u c tio n ,  then  to  compute the r a t e  of

growth necessa ry  to  m ain ta in  f u l l  employment by summing th e

percen tage  in c re a s e s  in  p r o d u c t iv i ty  p e r  worker and in  the

c i v i l i a n  la b o r  fo rc e .  His f u l l  employment c r i t e r i o n  allows

fo r  f r i c t i o n a l  unemployment somewhere n ea r  3 p e rcen t .  His

necessary  growth r a t e  r e p re s e n ts  a

. . . s u f f i c i e n t  annual r a t e  o f  growth in  G.N.P. to  
p rov ide  f u l l  use of growth in  la b o r  fo rce , p la n t  and 
p ro d u c t iv i ty  under c o n d it io n s  o f  maximum employment 
and production.^®

K eyserling  e a r ly  on c a u t io n s  t h a t  th is  method of

e s t im a t in g  p o t e n t i a l  o u tp u t  y ie ld s  conserva tive  r e s u l t s .

The r a t e  o f  growth d e rived  in  t h i s  manner, in  h is  o p in ion ,

. . . i s  ?. c o n se rv a t iv e  e s t im a te  o f  the  minimum growth 
in  t o t a l  o u tp u t  t h a t  would have been requ ired  to  main
t a i n  f u l l  employment and f u l l  p roduction . . . . I t  i s  
n o t  an e s t im a te  o f our f u l l  a b i l i t y  to  expand t o t a l

35Leon H. K eyse r ling , "The Problem of Problems: Eco
nomic Growth," in  S o c ia l  P o l i c i e s  fo r  America in  th e  S even ties ;  
Nine D ivergent Views, ed. by Robert Theobald (New York: 
Doubleday and Company, I n c . ,  1968), pp. 1-24.

^^Leon H. K eyse r ling , Two T o p -P r io r i ty  Programs to  
Reduce Unemployment (Washington, D.C.: Conference on Economic
P rog ress ,  1963), p. 9.
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ou tpu t through th e  most e f f e c t iv e  use o f  our technology, 
and through th e  in c e n t iv e  to  p ro d u c t iv i ty  generated  by 
a f u l l  employment environment.^ ^

Using h is  "con serv a tive"  growth r a t e  e s t im a te ,  

K eyserling  has a t  va riou s  times estim ated  th e  cumulative 

s h o r t f a l l s  o r  " n a t io n a l  economic d e f i c i t s "  f o r  s p e c i f i e d  

p e r io d s .  For 1929-1953, he e s t im a te s  a cum ulative s h o r t f a l l  

o f  $914 b i l l i o n  in  1953 p r i c e s .  This e s t im a te  i s  based upon 

a 3.5 p e rc e n t  growth r a t e  fo r  p o te n t i a l  o u tp u t  app lied  to  th e  

1929 a c tu a l  p rodu ction  l e v e l .  The 3.5 p e rc e n t  r a t e  i s  com

posed o f  a 2 .4  p e rc e n t  p ro d u c t iv i ty  in c re a se  and a 1 .1  pe rcen t 

la b o r  fo rc e  increase.^®

Using the  same method, bu t in c o rp o ra t in g  changes in  

th e  p ro d u c t iv i ty  and la b o r  fo rce  annual r a t e s  of in c re a se ,  

K eyserling  computes a cum ulative s h o r t f a l l  f o r  1953 to  mid

yea r  1954 o f  $549.4 b i l l i o n  in  1963 prices.®® This e s t im a te  

was l a t e r  re v is e d  to  in co rp o ra te  the  l a t t e r  h a l f  of 1964 and 

amounted to  $590 b i l l i o n ,  again  in  1963 p r i c e s . L a t e r ,

37Leon H. K eyse rlin g , Toward Fu ll  Employment and F u l l  
P roduc tion ; How to  End Our N ationa l Economic D e f ic i t s  (Wash
in g to n ,  D.C.: Conference on Economic P ro g re ss ,  1954), p .  l l n .

0  0

I b i d . , pp. 3 and 6.

39Leon H. K eyse r ling , Progress or P overty  (Washington,
D.C.: Conference on Economic P rogress , 1964), p . 99.

^^Leon H. K eyse r ling , A g ricu ltu re  and the  P u b lic  I n t e r 
e s t :  Toward a New Farm Program (Washington, D .C.: Conference
on Economic P ro g re ss ,  1965), p . 29.
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ano ther r e v is io n  in co rpo ra ted  1965 and. 1965. He es t im a te s  

the  s h o r t f a l l  fo r  1953-1966 in  1965 p r ic e s  to  have been 

$700 billion.**^

K eyserling  u t i l i z e s  t h i s  a n a ly s is  to  p r o j e c t  the  

le v e l  o f  GNP req u ired  in  some fu tu re  year  to  a s su re  f u l l  

employment. Thus, he e s t im a te s  th a t  GNP by 1970 would have 

had to  in c re a s e  by $177 b i l l i o n  in 1965 p r ic e s  over the  ac 

tu a l  GNP o f  1966 .“*̂  S im i la r ly ,  he e s t im ates  t h a t  f u l l  em

ployment in  1975 would re q u ire  a GNP o f  from $1,105 to  

$1,140 b i l l i o n  in  1965 prices.**^

F in a l ly ,  K eyersling  expresses the  s h o r t f a l l  o r  

production  d e f ic ie n cy  fo r  se lec ted  years  as a percen tage  of 

maximum production . For 1953, th is  es t im ate  was 0.3 p e rc e n t ;  

f o r  1955, 2 .8  p e rc en t;  for 1959, 9 .4  p e rc e n t ;  f o r  1962,

11.2 p e rc e n t ;  and fo r  1963, 11.9 p e r c e n t . A p p l y i n g  th ese  

percen tages  to  th e  O ffice  o f  Business Economics' GNP f ig u re s  

in  1958 p r ic e s  y ie ld s  the  following maximum o u tp u t  e s t im a te s :  

$414.0 b i l l i o n  in  1953; $450.6 b i l l i o n  in  1955; $525.3 b i l 

l io n  in  1959; $596.6 b i l l i o n  in  1952; and $625.4 b i l l i o n  in  

1963.

41K eyserling , "The Problem o f  Problems," p . 5.
42U .S .,  Congress, Senate , Committee on Government 

O pera tions , F u l l  Opportunity  and S o c ia l  Accounting Act, Hear
in g s , b e fo re  a subcommittee o f the Committee on Governmenu 
O pera tions , Senate , on S. 843, Part 2, 90th Cong., 1 s t  s e s s . ,  
1967, p . 288.

43K eyserling , "The Problem o f  Problems," p . 23.
44K eyse rling , P rogress or P o v e r ty , p . 99.
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Knowles* Estim ate  o f P o te n t i a l  GNP

Another s e t  o f  p o t e n t i a l  ou tpu t e s t im ates  i s  the  one 

p repared  by James W. Knowles fo r  the  J o in t  Economic Committee. 

Knowles o r ig in a l l y  covered the  period  1909-1960, but l a t e r  

extended h is  e s t im a te s  to  1965. His e s t im ates  a re  derived  

from a macabre econom etric  model involv ing  p o te n t i a l  and ac

t u a l  la b o r  i n p u ts ,  average annual work hours, c a p i ta l - l a b o r  

r a t i o s ,  average c a p i t a l  v in ta g e ,  and p ro d u c t iv i ty  r a t i o s .

Knowles does n o t  a ttem p t to  measure capac ity  ou tpu t

and acknowledges t h a t  h i s  measure of p o te n t i a l  output f a l l s

s h o r t  o f  such o u tp u t:

. . . The p o t e n t i a l  i s  a measure o f  the  optimum or b e s t  
p r a c t ic e  which i t  i s  b e liev e d  the  economy i s  capable o f  
s u s ta in in g  on th e  average , year  a f t e r  y ea r ,  w ithout 
running in to  se r io u s  i n s t a b i l i t y  o f employment, o u tp u t , 
o r p r i c e s .  I t  i s ,  in  a word, a measure of what would 
be reasonab ly  good performance of th e  economy, m ain ta in
ing  a s ta b le  r e l a t i o n s h ip  between ou tpu t and 
c a p a c i ty .  . . .  No a ttem p t was made . . .  to  measure 
th e  u l t im a te  c a p a c i ty  o f  the  economy. I t  i s  c le a r  only 
t h a t  i t  must be much h ig h e r  than th e  measure of poten
t i a l  ou tpu t a r r iv e d  a t  in  t h i s  s tudy . ^

An unemployment r a t e  o f 4 p e rcen t  was used by Knowles 

in  computing h i s  e s t im a te s .  This f ig u re  was se le c te d  due to 

i t s  use in  p a s t  J o i n t  Economic Committee s t a f f  s tu d ie s  and 

h i s t o r i c a l  d a ta  which showed unemployment averaging 4 percen t 

" in  pe rio d s  o f  h igh p r o s p e r i ty . "  A c y c l ic a l  v a r ia b le  in c o r 

p o ra t in g  demand f lu c tu a t io n s  was a lso  used in  the  model. This

45U .S., Congress, J o i n t  Economic Committee, The Poten
t i a l  Economic Growth in  the  United S t a t e s , by James N. Knowles, 
J o i n t  Committee P r i n t ,  Study Paper 20 (Washington, B.C.: 
Government P r in t in g  O ff ic e ,  1960), pp. 6-7.
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l im i t in g  ad justm ent r e p re se n ts  the  " so -c a l le d  mix e f f e c t "  t h a t  

demand s h i f t s  a l t e r  the  volume of p o t e n t i a l  ou tpu t d e r iv a b le  

from f ix e d  s to c k s  o f  c a p i t a l  and la b o r  due to  changes in  in p u t 

p ro p o rt io n s  and o u tp u t- in p u t  r a t i o s .  F in a l ly ,  th e  volumes of 

th e  p o t e n t i a l  la b o r  fo rc e ,  c a p i t a l  s to ck , and age o f  th e  c a p i 

t a l  s to ck  assume t h e i r  a c tu a l  h i s t o r i c a l  v a lu e s . That i s ,  no 

ad justm ent i s  made on these  f a c to r s  to  e s t im a te  what t h e i r  

volumes would have been had r e l a t i v e l y  f u l l  use o f  re so u rces  

been con tinu ously  achieved.'*® Knowles' e s t im a te s  o f  p o t e n t i a l  

o u tp u t ,  converted  to  1958 p r i c e s ,  a re  p resen ted  in  Table 25.

Department of Commerce Estimates of 
Potential GNP

The Bureau o f  the  Census o f  the  U.S. Department of 

Commerce p rov ides e s t im a te s  of p o te n t i a l  GNP in  i t s  p u b l ic a 

t i o n ,  B usiness Conditions D ig e s t . These e s t im a te s  are  

d e r iv ed  by app ly ing  a tren d  l in e  through th e  a c tu a l  le v e l  

o f  GNP in  midyear 1955. The growth r a t e s  used in  t h i s  t re n d  

l in e  a re  3.5 p e rc e n t  from 1955 to  the  fo u r th  q u a r te r  o f 1962, 

3.75 p e rc e n t  from fo u r th  q u a r te r  1962 to  fo u r th  q u a r te r  1965, 

4 p e rc e n t  fo r  fo u r th  q u a r te r  1965 to  fo u r th  q u a r te r  1969, 

and 4 .3  p e rc e n t  t h e r e a f t e r .  '*  ̂ These growth .ra te s  a re  based

^^I b i d . , pp. 9, 12, 25, and 35.

^^U .S ., Department o f Commerce, Business C onditions 
D igest (Washington, D.C.: Government P r in t in g  O ff ic e ,  1971),
55.
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TABLE 25

KN0V7LES' ESTIMATES OF POTENTIAL GNP, 
SELECTED YEARS, 1929-1965 

(in  b i l l i o n s  of 1958 d o l la r s ) ^

Year Potential GNP Year Potential GNP

1929 $199.2 1947 $317.3
1930 212.2 1948 324.6
1931 214.8 1949 338.3
1932 214.5 1950 350.6
1933 215.4 1951 364.5
19 34 217.9 1952 379.7
1935 222.7 1953 395.8
1936 227.7 1954 412.1
1937 234.0 1955 430.8
1938 241.4 1956 451.5
1939 248.5 1957 472.4
1940 255.6 1958 488. 3
1941 263.5 1959 509.0
1942 274.6 1960 523.8
1943 286.7 1961 543.0
1944 300.0 1962 562.4
1945 309.3 1965 622.2
1946 311.9

Source: For 1929-1960, U .S .,  Congress, J o i n t
Economic Committee, The P o te n t ia l  Economic Growth in  
the  U nited  S t a t e s , by James W. Knowles, J o i n t  Com
m it te e  P r i n t ,  Study Paper 20 (Washington, D.C.: 
Government P r in t in g  O ff ice ,  1960), p . 37. For 1961- 
1965, U .S .,  Congress, J o i n t  Economic Committee, " S ta f f  
Memorandum on th e  R e la tionsh ip  of th e  F e d e ra l  Budget 
to  Unemployment and to  Economic Growth," by James W. 
Knowles, Report o f the J o i n t  Economic Committee on 
the  Ja n u a ry ,  1961, Economic Report o f th e  P re s id e n t  
(Washington, D.C.: Government P r in t in g  O ff ic e ,
1961) , p .  120.
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on expected p o t e n t i a l  la b o r  supply and p ro d u c t iv i ty  changes. 

The f u l l  employment c r i t e r i o n  o f  4 p e rcen t  to  1969 and 3.8 

p e rc e n t  t h e r e a f t e r  fo llow s the  d e f i n i t i o n  of th e  Council of 

Economic Advisers."*®

E s tim a te s  of p o t e n t i a l  GNP derived  from th e  Department 

o f  Commerce f ig u re s  a re  given in  Table 26. The Department o f  

Commerce g ives  i t s  e s t im a te s  on a q u a r t e r ly ,  c o n s tan t  1958 

d o l l a r  b a s i s .  For 19 68-1970, th e  average of the  fo u r  q u a r te r s  

g iven a re  used h e re in .  Since no num erical values a re  given 

f o r  y e a rs  p r i o r  to  19 68, th ese  a re  approximated by th e  fo llow 

ing  formula:

0

t - 1  1 + r

where 0. and r e p re s e n t  p o t e n t i a l  GNP fo r  a given
y e a r  ana th e  immediately p rev ious year r e s p e c t iv e ly ,  
and r  r e p re s e n ts  th e  a p p ro p r ia te  t ren d  l in e  growth 
r a t e .

48Committee fo r  Economic Development, F u r th e r  
Weapons A gainst I n f l a t i o n :  Measures to  Supplement General 
F i s c a l  and Monetary P o l i c i e s  (New York; Committee fo r  
Economic Development, 1970), p. 35.
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TABLE 26

DEPARTMENT OF COMMERCE ESTIMTES OF 
POTENTIAL GNP, ANNUALLY, 1952-1970 

( in  b i l l i o n s  o f  1958 d o l la r s ) ^

Year P o te n t i a l  GNP Year P o te n t ia l  GNP

1952 $395.0 1962 $557.1
1953 408.8 1963 578.0
1954 423.1 1964 599.7
1955 437.9 1965 622.2
1956 453.2 1966 647.1

1957 469 .1 1967 673.0
1958 485.5 1968 699.9
1959 502.5 1969 727.9
1960 520.1 1970 758.4
1961 538.3

^Source: See t e x t .



CHAPTER VII

ESTimTION OF POTENTIAL OUTPUT AND 

THE ECONOMIC SURPLUS

Selection of the Brookings Study 

The Brookings study is used herein as the basis for 

potential output estimates. It was selected in part due to 

its fame. Its widespread use by economists of various per

suasions affords it a great deal of credibility. This is 

especially true relative to the fascinating but obscure 

Loeb study. Moreover, since both the Loeb and Brookings 

studies purport to involve minimum estimates, there is a 

rough logic involved in selecting the one with the lower 

estimate. The Brookings study is also a middle-range 

estimate falling between the estimates of the Loeb study 

and the Knowles study.

Aside from the credibility-by-fame factor, there is 

additional ground for selecting the Brookings study in lieu 

of the later studies. Like so much of the literature of 

that period of crisis, the Brookings study is very extensive 

in its scope and method. The Brookings authors surveyed 

all branches of the economy as to the extent and

138
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degree of u t i l i z a t i o n  of c ap ac i ty .  They matched th e  

underemployment o f c a p i t a l  w ith labo r a v a i l a b i l i t y  in  

t r a n s la t i n g  t h e i r  f in d in g s  in to  aggregate  term s.

L a te r  s tu d ie s  a re  le s s  complete. The e s t im a te s  by 

K eyserling and by the  Department o f  Commerce simply apply th e  

sum of p r o d u c t iv i ty  and lab o r  fo rce  percen tage  in c re a s e s  to  

a c tu a l  ou tpu t fo r  some y e a r .  Aside from i t s  lack  o f  scope, 

t h i s  procedure  im p l i c i t ly  assumes t h a t  p o t e n t i a l  o u tpu t  was 

a t ta in e d  in  th e  base y e a r .  Thus, in  computing th e  aggregate  

s h o r t f a l l  f o r  1929-1953, K eyserling uses the  a c tu a l  ou tpu t 

o f  1929 as re p re se n t in g  f u l l  p o t e n t i a l .  This procedure  con

f l i c t s  w ith th e  f ind in gs  o f  both th e  Brookings s tudy  and th e  

Loeb study t h a t  s u b s ta n t ia l  excess aggregate  c a p a c i ty  e x is te d  

in  1929.

The Department o f  Commerce l ikew ise  assumes p o te n t i a l  

ou tpu t to  have been a t t a in e d  in  1955. Yet S trand  and Dernburg 

es t im ate  gap unemployment r a t e s  of 4.03 p e rc en t  and 4.93 p e r 

cen t fo r  November, 1955, as compared to  an o f f i c i a l  r a t e  o f 

4.15 p e rc e n t .^  F u r th e r ,  th e  excess cap ac ity  s tu d ie s  reviewed 

in  the  prev ious chap te r  o f the  p re se n t  study show excess 

capac ity  r a t e s  of up to  17 p e rcen t  fo r  1955.

The method employed by Knowles to  e s t im a te  p o t e n t i a l  

ou tpu t to  some e x te n t  avoids the  s im p l ic i ty  ch arge . However,

Kenneth S trand and Thomas Dernburg, "C y c lica l  V a r ia 
t io n  in  C iv i l i a n  Labor Force P a r t i c ip a t io n ,"  Review of Econom
ic s  and S t a t i s t i c s ,  XLVI (November, 1964) , 388.
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i t  i s  su b je c t  to  q u es tio n  as a measure o f  a t t a in a b le  

p o t e n t i a l  ou tp u t.  Knowles uses a 4 p e rc e n t  unemployment 

r a t e  in  h is  e s t im a t io n s ,  assumes a c tu a l  capac ity  u t i l i z a t i o n  

r a t e s  to  be op tim al, and allows economic obso lescence  to  

l im i t  p o t e n t i a l  ou tpu t by in c o rp o ra t in g  the  c y c l i c a l ,  demand- 

s h i f t  v a r ia b le .  F u r th e r ,  Knowles' e s t im a te s  show a c tu a l  

o u tp u t to  have exceeded p o t e n t i a l  o u tp u t  in  1929. Again, 

th e  evidence to  the  co n tra ry  i s  too  g r e a t  fo r  one to  accept 

th e  premise t h a t  f u l l  p o t e n t i a l  p roduction  occurred  in  1929.

S e le c t io n  of Growth Rates

Having s e le c te d  th e  B rookings ' e s t im ate  o f  p o te n t i a l  

GNP in  1929 as the  b a s i s  fo r  e s t im a t in g  p o t e n t i a l  o u tp u t,  i t  

remains to  c o n s t ru c t  a time s e r i e s  on t h i s  base . This 

invo lves  the  s e le c t io n  of a r a t e  of growth. This s e le c t io n  

from th e  se v e ra l  a l t e r n a t i v e s  i s  to  some e x te n t  a r b i t r a r y .

One s e t  o f  a l t e r n a t iv e s  i s  based  upon a c tu a l  r a te s  

of growth. The s e v e ra l  p o s s i b i l i t i e s  in  t h i s  s e t  stem from 

the  time period  s e le c te d .  Growth r a t e s  p r io r  to  1929 could 

be used on th e  b a s is  t h a t  p r io r  performance i s  an ap p ro p r ia te  

guide as to  expected perform ance. Thus, the  average  annual 

r a t e  o f  growth of Robert M a r t in 's  " r e a l iz e d  income" fo r  1900- 

1929 amounting to  2.7 p e rc e n t  i s  a p o s s ib le  choice.^  So a lso

2
Robert F. M artin ,  N a tiona l Income in the  U .S ., 1799- 

1938 (New York: N ationa l I n d u s t r i a l  Conference Board, 1939),
pp. 6-7.
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i s  th e  average annual r a t e  o f growth o f  GNP from 1913-1921 

which t o t a l s  3 .1  p e rc e n t .^

A ctual growth r a t e s  fo r  the  1929-1970 period  a re  a lso  

p o s s ib le  cho ices s in c e  th e  c a p a c i ty  to  produce could be held 

to  change roughly  in  accord  w ith  a c tu a l  p roduction . Thus, 

th e  average annual r a t e s  o f  growth fo r  1929-1950 of 2.9 p e r

c en t  and fo r  1950-1970 o f  3.6 p e rc e n t  a re  p la u s ib le  a l t e r n a 

tives.** S im i la r ly ,  the  y e a r ly  r a t e s  o f  growth of co n s tan t  

d o l l a r  GNP a re  r e a d i ly  computed and must be considered 

p o s s ib le  a l t e r n a t i v e s .

Another s e t  o f  a l t e r n a t i v e s  stems from the  growth 

r a t e s  o f the  p o t e n t i a l  GNP e s t im a te s  which are  a v a i la b le .

The f a m i l i a r  method of summing th e  percen tage  changes in  

p ro d u c t iv i ty  p e r  worker and s i z e  o f  th e  labo r  fo rce  could be 

employed. Or, th e  growth r a t e s  computed from the  p o te n t i a l  

GNP s e r i e s  o f Knowles cou ld  be u t i l i z e d .

H ere in , th e  annual growth r a t e s  o f Knowles’ p o te n t ia l  

o u tp u t  e s t im a te s  a re  a p p l ie d  to  th e  Brookings' e s t im ate  fo r  

1929 to  a r r i v e  a t  s e r i a l  e s t im a te s  o f  p o t e n t i a l  ou tpu t.

These r a t e s  were s e le c te d  by a p ro ce ss  o f  e l im in a t io n .  The 

r a t e s  based upon performance p r i o r  to  1929 are  s ig n i f ic a n t ly

U .S .,  Department of Commerce, Bureau of the  Census, 
S t a t i s t i c a l  A b s tra c t  o f  th e  United S t a te s ,  1971 E d ition  
(Washington, D .C.: Government P r in t in g  O ff ice ,  1971), p . 306,

'Ibid., pp. 306-307.
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lower than  a c tu a l  performance th e r e a f t e r  except fo r  the  Great 

D epression . Moreover, given th e  tremendous s o c io h is to r i c a l  

changes and s t a t i s t i c a l  improvements a f t e r  1929, th e re  i s  no 

c le a r  w arran t  fo r  u s ing  th e  r a t e s  p r io r  to  1929.

The use o f  average annual r a t e s ,  i r r e s p e c t iv e  of the  

time p e r io d  upon which they a re  based or whether a c tu a l  o r 

p o t e n t i a l  ou tpu t i s  in  q u e s t io n ,  d i s t o r t s  the  time d i s t r i b u 

t io n  of p o t e n t i a l  o u tp u t .  That i s ,  a r a t e  o f growth of 

10 p e rc e n t  fo r  one yea r  and 0 percen t fo r  nine o th e r  yea rs  

i s  b e s t  p resen ted  as such r a th e r  than as a 1 pe rcen t annual 

change.

F in a l ly ,  th e r e  i s  no c le a r  reason fo r  using  a c tu a l  

growth r a t e s  to  e s t im a te  p o t e n t i a l  ou tpu t. A ctual growth 

depends upon th e  degree o f  u t i l i z a t i o n  of cap ac ity  as w e ll  

as th e  volume o f  c a p a c i ty .  Hence, to use the  percen t change 

in  a c tu a l  ou tpu t as th e  p e rcen t  change in  p o te n t i a l  o u tpu t 

would confuse th e se  two very d i s t i n c t  concepts.

P o t e n t i a l  Output and the Economic 
Su rp lu s ,  1929-1970

The growth r a t e s  used to  es tim ate  p o te n t i a l  o u tp u t  

a re  given in  Table 27. For the  years 1929-1965, th ese  r a t e s  

a re  computed d i r e c t l y  from Table 25 (Chapter VII) above.

For 1966-1970, th e  r a t e s  a re  based on Knowles' m iddle-range 

p ro je c te d  r a t e  o f  growth in  p o te n t ia l  ou tp u t.  The m iddle- 

range r a t e  was s e le c te d  because i t  i s  c o n s is te n t  with Knowles'
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TABLE 27

ANNUAL RATES OF GROWTH IN KNOWLES' POTENTIAL 
GNP, ANNUALLY, 1929-1970^

Year % Rate Year % Rate

1930 6.53 1951 3.96
1931 1.23 1952 4.17
1932 -0.14 1953 4.24
1933 0.51 1954 4.12
1934 1.16 1955 4.54
1935 2.20 1956 5.16
1936 2.29 1957 4.63
1937 2.72 1958 3.37
1938 3.16 1959 4.24
1939 2.94 1960 2.91
1940 2.86 1961 3.67
1941 3.09 1962 3.57
1942 4.21 1963 3.43
1943 4.41 1964 3.43
1944 4.64 1965 3.43
1945 3.10 1966 4.00
1946 0.84 1967 4.00
1947 1.73 1968 4.00
1948 2.30 1969 4.00
1949 4.22 1970 4.00
1950 3.64

Source: Table 25.
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1929-1965 s e r i e s .  Knowles p ro je c te d  a 4 pe rcen t annual r a t e  

o f  growth in  p o te n t i a l  from the 1959 p o te n t i a l  fo r  the  1959- 

1975 p e rio d . ^

The p o te n t i a l  ou tpu t e s t im a te s  fo r  1929-1970 are 

given in  Table 2 8. These a r e ,  of c o u rse ,  de rived  by applying 

Table 27 growth r a te s  to  th e  Brookings' p o te n t i a l  ou tpu t 

e s t im a te  o f  $242.5 b i l l i o n  fo r  1929. For purposes o f compari

son , a c tu a l  GNP f ig u re s  a re  a lso  p re sen te d  in  Table 2 8 and the 

r a t i o s  of a c tu a l  to  p o t e n t i a l  GNP in  Table 29.

Since t r a d i t i o n a l  M arxist su rp lu s  income elements do 

n o t  r e p re se n t  resources  a v a i la b le  fo r  p ro d u c tio n , they must 

be d e le te d  from the  ou tpu t f ig u re s .  The adjustm ent process 

i s  th e  same as t h a t  used above in  Chapter V to  a d ju s t  essen

t i a l  consumption w ith  one excep tion . The excep tion  i s  th a t  

the  su rp lu s  elements re p re se n tin g  su rp lu s  in d u s t r i e s  are  not 

d e le te d  from the ou tpu t f ig u re s  because they do re p re s e n t  

a v a i la b le  p roductive  re so u rc e s .  The im p lic a t io n s  of t h i s  

p ro cess  a re  e lab o ra ted  f u l l y  in  Chapter V III .  Tables 30 and 

31 summarize the  ad justm ent of the  o u tp u t  f ig u r e s .  Table 32 

co n ta in s  e s t im ates  o f the  economic su rp lu s  fo r  1929-1970.

This table is, of course, the culmination of the empirical 

aspect of this study.

U .S ., Congress, J o in t  Economic Committee, The Poten
t i a l  Economic Growth in the  United S t a t e s , by James W. Knowles, 
J o i n t  Committee P r i n t ,  Study Paper 20 (Washington, D.C.: 
Government P r in t in g  O ff ic e ,  1960), p . 40.
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TABLE 2 8

POTENTIAL GNP IN THE U.S. IN MARKET PRICES, ANNUALLY, 
1929-1970 (in  b i l l i o n s  of 1958 d o l la r s ) ^

Year
P o te n t ia l

GNP
Actual

GNP Year
P o te n t ia l

GNP
Actual

GNP

1929 $242.5 $203.6 1950 $427.5 $355.3
1930 258.3 183.5 1951 444.4 383.4
1931 261.5 169.3 1952 462.9 395.1
1932 261.4 144.2 1953 482.1 412.8
1933 262.7 141.5 1954 502.0 407.0
1934 265.7 154.3 1955 524.8 438.0
1935 271.5 169.5 1956 551.9 446.1
1936 277.7 193.0 1957 577.5 452.5
1937 285.3 203.2 1958 597.0 447.3
1938 294.3 192.9 1959 622.3 475.9
1939 303.0 209.4 1960 640.4 487.7
1940 311.7 227.2 1961 663.9 497.2
1941 321.3 263.7 1962 687.6 529.8
1942 334.8 297.8 1963 711.2 551.0
1943 349.6 337.1 1964 735.6 580.0
1944 365. 8 361.3 1965 760.8 614.4
1945 377.1 355.2 1966 791.2 658.1
1946 380.3 312.6 1967 822.8 675.2
1947 386.9 309 .9 1968 855.7 706.6
1948 395. 8 323.7 1969 889.9 724.7
1949 412.5 324.1 1970 925.5 720.0

Source: Table 27; U .S ., Department of Commerce,
O ff ice  of Business Economics, The N a tio n a l  Income and 
Product Accounts of the  United S ta te s ,  1929-1955, S ta t i s -  
t i c a l  Tables (Washington, D.C. : Government P r in t in g  Of
f i c e ,  1966), pp. 4-5; and Survey of C urren t Business, L 
(Ju ly ,  1 9 7 0 ) ,1 7 ,  and LI (Ju ly , 1971), 13.
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TABLE 29

UTILIZATION OF AGGREGATE CAPACITY, ANNUALLY, 1929-1970^

Year
Actual T P o te n t i a l  

GNP (in  %) Year
Actual T P o te n t ia l  

GNP (in  %)

1929 84.0 1950 83.1
1930 71.0 1951 86.3
1931 64.7 1952 85.4
1932 55.2 1953 85.6
1933 53.9 1954 81.1
1934 58.1 1955 83.5
1935 62.4 1956 80.8
1936 69.5 1957 78.4
1937 71.2 1958 74.9
1938 65.5 1959 76.5
1939 69.1 1960 76.2
1940 72.9 1961 74.9
1941 82.1 1962 77.1
1942 88.9 1963 77.5
1943 96.4 1964 78.8
1944 98 . 8 1965 80.8
1945 94.2 1966 83.2
1946 82.2 1967 82.1
1947 80.1 1968 82.6
1948 81.8 1969 81.4
1949 78.6 1970 77.8

^Derived from Table 28.
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TABLE 30

RATIO OF SURPLUS INCOME ELEMENTS IMBEDDED IN 
MARKET PRICES TO GNP, ANNUALLY, 1929-1970 

(in  b i l l i o n s  of cu rre n t  d o l la r s )

Year T o ta l GNP R atio Year T o ta l GNP Ratio

1929 $40.6 $103.1 0.394 1950 $107.1 $284.8 0.376
1930 36.2 90.4 0.400 1951 119.8 328.4 0.365
1931 29.3 75.8 0.387 1952 123.2 345.5 0.357
1932 22.8 58.0 0.393 1953 128.7 364.6 0.353
1933 21.5 55.6 0.387 1954 131.6 364.8 0.361
1934 25.3 65.1 0.389 1955 148.5 398.0 0.373
1935 28.3 72.2 0.392 1956 155.9 419.2 0.372
1936 31.5 82.5 0.382 1957 164.1 441.1 0.372
1937 34.8 90.4 0.385 1958 155.6 447.3 0.370
1938 33.1 84.7 0.391 1959 184.3 483.7 0.381
1939 35.0 90.5 0.387 1960 192.1 503.7 0.381
1940 39.8 100.0 0.398 1961 199.8 520.1 0.384
1941 49.3 124.5 0.396 1962 219.3 560.3 0.391
1942 59.3 157.9 0.376 1963 233.2 590.5 0.395
1943 66.6 191.6 0.348 1964 252.5 631.7 0.400
1944 68. 8 210.1 0.327 1965 272.5 681.2 0.400
1945 67.4 211.9 0.318 1966 300.3 749.9 0.400
1946 69.4 208.5 0.333 1967 311.3 793.9 0.392
1947 79.9 231.3 0.345 1968 339.4 864.2 0.393
1948 92.9 257.6 0.361 1969 357.6 929.1 0.385
1949 93.8 256.5 0.357 1970 370.2 974.1 0.380

^Source : Tables 22 and 23.
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TABLE 31

GNP AFTER ADJUSTMENT FOR SURPLUS INCOME ELEMENTS, 
ANNUALLY, 1929-1970 (in b i l l i o n s  of 1958

d o l la r s ) ^

Year P o te n t i a l Actual Year P o te n t i a l Actual

1929 $147.0 $123.4 1950 $266.8 $221.7
1930 155.0 110.1 1951 2 82.2 243.5
1931 160.3 10 3.8 1952 297.6 254.0
1932 158.7 87.5 1953 311.9 267.1
1933 161.0 86.7 1954 320.8 260.1
1934 162.3 94.3 1955 329.0 274.6
1935 165.1 103.1 1956 346.6 280.2
1936 171.6 119.3 1957 362.7 284.2
1937 175.5 125.0 1958 376.1 281.8
1938 179.2 117.5 1959 385.2 294.6
1939 185.7 128.4 1960 396.4 301.9
1940 187.6 136.8 1961 409.0 306.3
1941 194.1 159.3 1962 418.7 322.6
1942 208.9 185.8 1963 430.3 333.4
1943 227.9 219.8 • 1964 441.4 348.0
1944 246.2 243.2 1965 456.5 368.6
1945 257.2 242 .2 1966 474.7 394.9
1946 253.7 208.5 1967 500.3 410.5
1947 253.4 203.0 1968 519.4 428.9
1948 252.9 206.8 1969 547.3 445.7
1949 265.2 208.4 1970 573.8 446.4

^Source: Tables 28 and 30.
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ECONOMIC SURPLUS, ANNUALLY, 1929-1970 (in billions of 1958 dollars)

Year
Potential
Surplus

Ratio to 
Potential 

Output
Actual
Surplus

Ratio to 
Actual 
Output Year

Potential
Surplus

Ratio to 
Potential 

Output
Actual
Surplus

Ratio to 
Actual 
Output

1929 $ 56.9 0. 387 $ 33.3 0 .270 1950 $149.1 0.559 $104.0 0.4691930 65. 1 0 . 420 20.2 0.183 1951 157.1 0.557 ' . 5. 4 0 . 486
1931 67.9 0.424 11.4 0 .110 1952 162.2 0.545 . 6 0.4671932 67.7 0 . 427 - 3.5 -0.040 1953 168.0 0.539 123.2 0.4611933 71.2 0.442 - 3.1 -0.036 1954 171.7 0.535 111.0 0.427
1934 74. 4 0.458 6. 4 0.068 1955 175.9 0.535 121.5 0.4421935 76.4 0 . 463 14 . 4 0 . 140 1956 188.0 0.542 121.6 0.43419 36 77.9 0.454 25.6 0.215 1957 200.0 0.551 121.5 0.4281937 79. 5 0 . 453 29 . 0 0.232 1958 207.2 0.551 112.9 0.401
19 38 81. 9 0 . 457 20.2 0 . 172 1959 213.4 0.554 122 . 8 0.417
1939 83.2 0.448 25.9 0 .202 1960 217.6 0.549 123.1 0.408
1940 87.4 0. 466 36. 6 0.268 1961 224.1 0.548 121.4 0. 39 61941 96.6 0.498 61.8 0.388 1962 229 . 4 0.548 137. 7 0.4271942 103. 8 0.497 80 .7 0 . 434 1963 235.3 0.547 138.4 0.415
1943 121.6 0.534 113.5 0 . 516 1964 241.1 0.546 147.7 0.424
1944 137.4 0.558 134.4 0 .553 1965 250.5 0 . 549 162.6 0.441
1945 148.3 0 . 577 133.3 0 . 550 1966 262.6 0.553 182. 8 0.463
1946 149 . 4 0.589 104 . 2 0 . 500 1967 282.9 0.565 193.1 0.4701947 146. 3 0.577 95.9 0.472 1968 293.4 0.565 202.9 0.473
1948 144.0 0 . 569 97.9 0 .473 1969 313.9 0. 574 212 . 3 0.476
1949 150.5 0.567 93.7 0.450 1970 336.6 0.587 209 . 2 0. 469

vo

Source: Tables 2 4 and 31. It should be noted that the column Potential Surplus con
tains the surplus concept that is employed throughout this paper. The actual surplus is 
presented here solely for the reader's convenience for comparison purposes. The actual 
surplus differs from tliis potential surplus only to the extent of the gap between potential 
and actual output. That is, essential consumption rather than actual consumption is the 
consumption concept used.



CHAPTER VIII

THE ECONOMIC SURPLUS AND NEO-MARXISM:

COMPARISON AND CONCLUSIONS

M ethodological Summary

Before comparing th e  foregoing  to  a number of 

neo-M arxist hypo theses , i t  seems ad v isab le  to  summarize the  

method of t h i s  study . Emphasis i s  p laced  upon the p roduct 

s id e  o f  the  n a t io n a l  accounts led g e r .  The economic su rp lu s  

i s  de fined  as p o t e n t i a l  ou tpu t minus t o t a l  e s s e n t i a l  consump

t i o n ,  th e  l a t t e r  being the  sum of p e rso n a l  e s s e n t i a l  consump

t io n ,  e s s e n t i a l  s o c ia l  overhead consumption, and e s s e n t i a l  

c a p i t a l  consumption. The elements comprising th e  economic 

su rp lu s  a re  n o n e s se n t ia l  p e rso n a l ,  s o c i a l  overhead, and cap i

t a l  consumption; s o c i a l  and p r iv a te  investm ent; the  ou tpu t 

o f  su rp lu s  i n d u s t r i e s ;  and the  gap between a c tu a l  and 

p o t e n t i a l  o u tp u t .

The f i r s t  s te p  toward e s t im a t io n  of th e  economic 

su rp lu s  i s  th e  e s t im a tio n  of t o t a l  e s s e n t i a l  consumption.

The d a ta  fo r  t h i s  e s t im a t io n  a re  su p p lied  in  Chapters IV and 

V as summarized in  terms o f  c u r re n t  market p r ic e s  in  Table 19. 

These s e r i a l  e s t im a te s  of t o t a l  e s s e n t i a l  consumption are  

then a d ju s te d  to  exclude su rp lu s  elements imbedded in  market 

p r i c e s .  These adjustm ents a re  summarized in  Tables 20 to  24.

150
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These surpl'us elements w i th in  market p r ic e s  a re  of 

two ty p e s .  Type one co n ta in s  su rp lu s  income elem ents: 

p r o f i t s ,  government revenues, r e n t ,  and i n t e r e s t .  Type two 

co n ta in s  th e  ou tpu t o f su rp lu s  i n d u s t r i e s :  a d v e r t i s in g ,

f in a n c e ,  in su ra n ce ,  and r e a l  e s t a t e .^  For th e  adjustm ent of 

t o t a l  e s s e n t i a l  consumption, th e  type  one and type  two s u r 

p lu s  elem ents a re  summed, and t h e i r  r a t i o  to  GNP fo r  the  

r e s p e c t iv e  y ea rs  i s  used to  make the  ad justm ent.

E stim ates  o f  p o t e n t i a l  ou tpu t and d a ta  on a c tu a l  

o u tp u t  a re  su pp lied  in  Chapters VI and V II ,  cu lm inating  in  

Table 2 8 which p re s e n ts  both  in  terms o f  market p r i c e s .

Here th e  q u e s t io n  o f  a d ju s t in g  th ese  o u tpu t s e r i e s  a r i s e s  and 

w ith  i t  th e  s ig n i f ic a n c e  of the  d i s t i n c t i o n  between type one 

and type  two su rp lu s  elements in  the  s t r u c tu r e  o f market 

p r i c e s .  The type two elements r e p re s e n t  re so u rce s  which 

could  be used to  produce ( s o c ia l ly  u se fu l)  o u tpu t o th e r  

( ra th e r)  than  the  s a le s  e f f o r t  and o th e r  m iddling a c t i v i t i e s .  

On th e  o th e r  hand, th e  type  one elem ents a re  s o le ly  o f income 

d i s t r i b u t i v e  i n t e r e s t .  They do n o t  r e p r e s e n t  p roductive  r e 

sources which could be used to  a l t e r  th e  s i z e  o r  composition 

o f t o t a l  o u tp u t .2

Since su rp lu s  income elements a re  included  in  the  
type one ca teg o ry , only wages and s a l a r i e s  of su rp lu s  indus
t r i e s  a re  used in  th e  type two ca teg o ry . There a re  some minor 
d is c re p a n c ie s  invo lved , such as c a p i t a l  and s o c ia l  overhead 
consumption in  th e  su rp lu s  i n d u s t r i e s .

2
There could of course occur an i n d i r e c t  change in  the  

s iz e  or composition of ou tpu t given some s h i f t  in  the  d i s t r i 
b u t io n  o f  income. However, due to  th e  d e f i n i t i o n  of p e rso n a l  
e s s e n t i a l  consumption used, t h i s  phenomenon i s  no t im portan t 
h e re in .
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T his  l a s t  may draw o p p o s i t io n .  Such opposit io n  would 

most l ik e l y  stem from holdover v is io n s  o f  an id le  r e n t i e r  in  

feud a l  tim es o r  o f  in d u s t ry /f in a n c e  c a p ta in s  wheeling and 

d e a l in g  in  pecuniary  dramae. Now, however, the number of 

people who l iv e  s o le ly  by such coupon-clipp ing  a c t i v i t i e s  i s  

su re ly  very sm all. P rope rty  income has become i n s t i t u t i o n a l 

ize d  in  la rg e  c o rp o ra t io n s  and f in a n c ia l  i n s t i t u t i o n s .

Thus, the  correspondence between su rp lus  pe rsonal 

income and su rp lu s  ou tpu t has been weakened. The search  fo r  

th e  su rp lu s  must s h i f t  to  those  i n s t i t u t i o n s  ves ted  w ith i t s  

movement. The im portan t su rp lu s  i n s t i t u t i o n  i s  no longer the 

s u p e r - r ic h  magnate bu t th e  su rp lu s  economic s e c to r s  such as 

a d v e r t i s in g ,  f in an ce , and o th e r  p a p e r - s h u f f l in g  a c t i v i t i e s . ^

The upshot of a l l  t h i s  i s  t h a t  p ro p e r ty  incomes and 

government revenues a re  b e s t  t r e a te d  as t r a n s f e r s .  Thus, 

they  a re  to  be d e le te d  from both  ou tpu t and e s s e n t i a l  consump

t io n  p r io r  to  s u b t r a c t in g  fo r  the  economic su rp lu s .  Thus, 

whereas e s s e n t i a l  consumption i s  a d ju s te d  fo r  both types of 

su rp lu s  elements in  market p r i c e s ,  o u tp u t  i s  ad ju s ted  only 

f o r  the  type one e lem ents.

3
The author i s  reminded of the  scene in  th e  movie en

t i t l e d  Joe in  which b lu e - c o l l a r  Joe , viewing the m u lt i s to ry  
o f f i c e  b u i ld in g ,  q u e r ie s  th e  bus iness  execu tiv e  as to  the  con
t e n t  of h i s  work. The execu tiv e  r e p l i e s ,  "We move paper."

^The type one adjustm ent i s  made because th e  su rp lus 
income elements would o therw ise  e f f e c t  th e  s e r i a l  d i s t r ib u t i o n  
of the  su rp lu s .
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I f  th e  above i s  c o r r e c t ,  an i d e n t i c a l  su rp lus  should 

be d e r iv a b le  from th e  income s id e  o f  the  led ge r  by using 

procedures c o n s i s te n t  w ith  th e  ou tpu t su rp lu s  concept. The 

c r u c i a l  l inkage  i s  t h a t  o f necessa ry  income which u n su rp r is 

in g ly  equals  t o t a l  e s s e n t i a l  consumption. That is,  e s s e n t i a l  

income i s  t h a t  income necessa ry  to  purchase e s s e n t ia l  consump

t io n .  Thus, the  income su rp lu s  would be th e  sum o f  pe rsonal 

d isp o sab le  income minus p e rso n a l  e s s e n t i a l  consumption, gov

ernment revenue minus e s s e n t i a l  s o c ia l  overhead, nominal 

c a p i t a l  consumption minus e s s e n t i a l  c a p i t a l  consumption, and 

th e  p o t e n t i a l / a c t u a l  ou tpu t gap.

T h is ,  o f c o u rse , y ie ld s  su rp lus pe rsona l income which 

does n o t  correspond to  th e  o u tpu t s u rp lu s ,  th e  d if fe re n c e  

being  t r a n s f e r s .  P rope rty  incomes are  viewed as t r a n s f e r  

payments a l s o .  That i s ,  minimum consumption i s  viewed as a 

necessa ry  s o c ia l  c o s t .  The income necessa ry  to  purchase th is  

o u tp u t ,  where no t p rov ided  as a necessary  c o s t  of p roduction , 

i s  provided v ia  t r a n s f e r  payments. These t r a n s f e r s  may be 

e f f e c te d  by government f i s c a l  mechanisms or by property  

income c la im s. Hence, to  ach ieve  th e  f a c to r  income su rp lu s ,  

i . e . ,  t h a t  which corresponds to  the  output su rp lu s ,  the  ad

justm ent fo r  su rp lu s  income elements would need to  be made.

Monopoly C apita lism

Before comparing the  f in d in g s  of th e  cu rre n t  study 

w ith  a number of neo-M arxist hypotheses, i t  i s  necessary  to
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b r i e f l y  compare th e  concepts and methods o f  th e  c u rre n t

study with those  o f  th e  c l a s s i c  neo-M arxist s tu dy .  ̂ The

b a s ic  d i f f e re n c e  between th e  p re s e n t  approach and th a t  o f

Bar an and Sweezy i s  th e  re lu c ta n c e  of the  l a t t e r  to  suspend

th e  primary r o le  o f  th e  market and i t s  law o f  value.

O v e ra l l ,  monopoly c a p i ta l is m  i s  as unplanned as i t s  
com petit ive  p red e ce sso r .  The b ig  co rp o ra t io n s  r e l a t e  
to  each o th e r  [and to  o th e rs ]  p r im ar ily  through the  
market. . . . And s in c e  market r e la t io n s  a re  essen
t i a l l y  p r i c e  r e l a t i o n s ,  th e  study o f  monopoly c a p i t a l 
ism, l i k e  t h a t  o f com petit ive  c ap ita l ism , must begin 
with th e  workings of the  p r i c e  mechanism.®

What i s  o f  concern h e re  i s  how t h i s  view a f f e c t s  

Baran and Sweezy's approach to  th e  economic su rp lu s .^  Baran 

and Sweezy use  th e  same p o in t  o f departu re  as i s  used in  the  

c u rre n t  s tu d y . They e a r ly  on reg a rd  the  su rp lu s  as " the  

d if fe re n c e  between what a so c ie ty  produces and th e  co s ts  of 

producing i t . " ®  Moreover, Baran in  an e a r l i e r  book a llu d es  

to  e s s e n t i a l  consumption fo r  c a p i t a l i s t s  and to  e s s e n t i a l  

s o c ia l  consumption.® A ll  t h i s  p o in ts  t o  the  t o t a l  e s s e n t i a l

Pau l A. Baran and Paul M. Sweezy, Monopoly C a p ita l ;
An Essay on the  American Economic and S oc ia l  Order (New York: 
Monthly Review P re s s ,  1955).

^I b i d . , p .  53.
7
For o th e r  ra m if ic a t io n s  o f  th i s  view, see Andreas G. 

Papandreou, P a t e r n a l i s t i c  C ap ita l ism  (Minneapolis: U n iv e rs i ty
o f  Minnesota P re ss ,  1972), pp. 8 0 f f .

g
Baran and Sweezy, Monopoly C a p i ta l , p . 9.

9
Paul A. Baran, The P o l i t i c a l  Economy of Growth (New 

York: Monthly Review P re s s ,  1957) , pp. 23 and 23n.
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consumption d e f i n i t i o n  employed in  the  c u r re n t  s tudy . The 

e s s e n t i a l  consumption of a l l  persons in  s o c ie ty  i s  a neces

sa ry  charge on s o c i e t y 's  ou tpu t. L ikewise, e s s e n t i a l  govern

mental ly  su p p l ie d  goods and se rv ic e s  c o n s t i t u t e  such a charge.

Yet Baran and Sweezy r e le g a te  a l l  p ro p e r ty  incomes 

and a l l  government expend itu res  t o . t h e  economic s u rp lu s .  As 

exp la ined  in  Chapter I I I  above, t h i s  t rea tm en t  o f government 

i s  in e x p l ic a b le .  The trea tm en t  o f p roperty  incomes fo llow s 

from t h e i r  approxim ation o f  the  su rp lu s  as th e  d i f f e re n c e  

between n a t io n a l  income and the wages of p roductiv e  w orkers , 

i . e . ,  as p ro p e r ty  i n c o m e s . T h u s ,  they continue  to  view 

la b o r  as exchanging fo r  i t s  co s t  o f  p roduction . That i s ,  

they  con tinue  to  apply th e  law of va lue  o f  com petit ive  

c a p i ta l i s m .

However, Baran and Sweezy p a r t i a l l y  recogn ize  the  

i n o p e r a b i l i ty  o f  th e  law o f  value. A dvertis in g  and o th e r  such 

a c t i v i t i e s  should  be minimized in  a com petit ive  s i t u a t i o n .  

O therv/ise, s in c e  they cannot cu t in to  the  su b s is te n c e  o f  the  

p ro d u c tiv e  c l a s s ,  they c u t  in to  th e  unearned incomes o f  th e  

dominant c l a s s .  Why then  have th e se  a c t i v i t i e s  grown so in  

th e  e ra  o f  monopoly cap ita l ism ?  P re c is e ly  because th e  law 

o f  value  i s  n o t  o p e ra t iv e .  Wages a re  n o t equal t o  s u b s is 

te n c e ,  nor do th e  p r ic e s  o f  p ro perty  goods r e p re se n t  n eces

sa ry  ransom p r i c e s  fo r  th e  owners o f  th e s e  goods.

Raymond L ub itz , "Monopoly C ap ita lism  and Neo-Marxism," 
in  C ap ita l ism  Today, ed. by Daniel B ell  and I rv in g  K r i s to l  
(New York: Basic  Books, 1970), p. 169.
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U lt im a te ly ,  Baran and Sweezy p ie r c e  themselves upon 

t h i s  th o rn  by adding p roperty  incomes and n o n e sse n t ia l  

o u tp u t.  This confusion and in te rm in g lin g  of the  two s id e s  

of th e  n a t io n a l  accounts i s  t ra c e a b le  to  t h e i r  d e s i r e  to  

have the  su rp lu s  r e p re se n t  two d i f f e r e n t  m agnitudes, 

unearned incomes and n o n e sse n t ia l  ou tp u t.

T his quandary i s  avoided in  the  p re s e n t  s tudy by 

de f in in g  th e  su rp lu s  as th e  d i f fe re n c e  between p o t e n t i a l  

ou tpu t and the  share th e re o f  necessary  to  reproduce the  

e x ta n t  p roductive  c a p a c i ty .  The law o f  v a lu e  i s  no t assumed 

to be o p e r a t i v e . T h u s ,  no a p r i o r i  c a se  e x i s t s  fo r  eq u a t

ing c o s ts  o f  production  w ith  th e  wages o f  lab o r  nor fo r  

equating  su rp lu s  w ith  p ro p erty  incomes.

The Neo-Marxist Hypotheses

Of the  various s p e c u la t io n s ,  theorem s, and tendencies  

s e t  f o r th  by Baran and Sweezy concerning th e  laws of motion 

of monopoly c a p i ta l is m , th re e  a re  of c e n t r a l  importance.

These a r e ,  one, t h a t  th e  su rp lus  r i s e s  over time both

^^I b i d . , p. 170. See a ls o  Papandreou, P a t e r n a l i s t i c  
C a p ita l ism , p. 43.

12 See David R icardo, "P r in c ip le s  o f  P o l i t i c a l  Economy 
and T axa tion ,"  in C lass ic s  of Economic Theory, ed. by George vv. 
Wilson (Bloomington, Ind iana : Indiana U n iv e rs i ty  P re ss ,  1964),
p. 243; and Paul M. Sweezy, The Theory o f  C a p i t a l i s t  Develop
ment: P r in c ip le s  of Marxian P o l i t i c a l  Economy (New York:
Monthly Review P ress ,  1942, 1968), pp. 53f f .
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a b so lu te ly  and as a percen tage  o f  n a t io n a l  income; two, t h a t  

th e  investm ent-seek ing  p o r t io n  of the  su rp lus  r i s e s  over 

time as a percen tage  of the  s u rp lu s ;  and, th r e e ,  t h a t  monopoly 

c a p i ta l is m  i s  incapable  of absorb ing  th is  r i s i n g  investm ent- 

seeking p o r t io n .  The importance o f  these  th re e  hypotheses 

d e riv es  from t h e i r  being the  l i n e  o f  reasoning upon which 

Baran and Sweezy conclude t h a t  monopoly c a p i ta l is m  i s  in h e r 

e n t ly  s t a g n a t io n i s t  and unable to  supply th e  q u a l i ty  of l i f e  

one can r i g h t f u l l y  expec t from so much p o te n t i a l  abundance.

Each of th e s e  hypotheses i s  considered in  tu rn  v i s - a -  

v i s  th e  evidence of th e  c u r r e n t  s tudy . In  th e  p ro cess ,  the  

d i f fe re n c e s  between the  c u r r e n t  approach and th a t  o f  Baran 

and Sweezy a re  e la b o ra ted  more f u l l y .  A lso, the  b a s is  i s  

e s ta b l i s h e d  fo r  the  conclusions drawn in th e  f i n a l  se c t io n  

o f  th e  study .

The R is in g  Surplus

Baran and Sweezy s t a t e  t h a t  " th e re  i s  a s tro n g  and 

sy s tem atic  tendency fo r  [the] su rp lu s  to  r i s e ,  both a b so lu te ly  

and as a share  o f t o t a l  o u tp u t ."  Although form ula ted  under 

the  “ f i r s t  approximation" o f  th e  su rp lus  as being equal to  

aggregate  p r o f i t s ,  the  c le a r  im p l ic a t io n  i s  t h a t  t h i s  "law" 

ap p lie s  to  more complex d e f in i t i o n s  of the  su rp lu s  as  we l l . ^^

^^Baran and Sweezy, Monopoly C a p i t a l , pp. 72 and 79.
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A b r i e f  g lance  a t  Table 32 shows t h a t  the  su rp lus as 

h e re in  defined  and es t im a ted  co rrobora tes  t h i s  th e s is  in  both  

i t s  a b so lu te  and r e l a t i v e  dim ensions. However, l i t t l e  should 

be made o f  t h i s  s in c e  the  t h e s i s  i t s e l f  i s  u n in te re s t in g  un

der th e  d e f in i t i o n  o f  th e  su rp lu s  h e re in  employed. Baran and 

Sweezy in  th e  c o n te x t  of t h i s  hypothesis  a re  obviously  empha

s iz in g  th e  d i s t r i b u t i v e  sh a res  as between earned and unearned 

income a sp ec t  o f  th e  s u rp lu s .  H erein , of course , the  su rp lus  

i s  n o t viewed in  t h i s  c o n te x t .  Viewed in  the  con tex t of the 

d i f fe re n c e  between p o t e n t i a l  o u tpu t  and e s s e n t i a l  ou tpu t, th e  

r i s in g  su rp lu s  merely im p lies  t h a t  tech n o lo g ica l  change is  

in c re a s in g  p o t e n t i a l  ou tpu t f a s t e r  than  e s s e n t i a l  consumption 

i s  in c re a s in g .

P a r e n t h e t i c a l ly ,  th e re  a re  a t  l e a s t  two is su e s  which 

might make the  h y p o th es is  i n t e r e s t i n g .  F i r s t ,  th e  r i s in g  

su rp lu s  could  be taken  to  imply in c re a s in g  r e tu rn s  in  the  

agg rega te .  However, one h a rd ly  needs so e la b o ra te  a technique 

to  demonstrate th e  e x is te n c e  of te c h n ic a l  change. Moreover, 

i f  one confines th e  r e tu rn s  to  s c a le  concept to  a given tech

nology, th e  su rp lu s  concept i s  n o t  a p p lic a b le .

The r i s i n g  su rp lu s  could  a ls o  be taken to  be a 

measure o f  th e  e l a s t i c i t y  o f  e s s e n t i a l  consumption r e l a t i v e  to  

r i s i n g  p o t e n t i a l  o u tp u t .  That i s ,  th e  r i s in g  su rp lus  r e l a t i v e  

to  ou tpu t im plies  t h a t  a v a r i a n t  o f  E n g e l 's  Law ap p lie s  to  

e s s e n t i a l  consumption. S ince e s s e n t i a l  consumption i s  su b je c t  

to  s e c u la r  e v o lu t io n  upward, t h i s  question  i s  n o t  a p r i o r i
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determ ined. However, t h i s  does no t s u f f i c e  to  make th e  

q u es t io n  i n t e r e s t i n g  on an o rd in a l  sca le  of a l t e r n a t iv e  

re sea rch  q u e s t io n s .

Also p a r e n th e t i c a l ly ,  the  de fin in g  away o f  th e  

r e l a t i v e  shares aspec t o f the  su rp lus should n o t  be i n te r p r e t e d  

as denying the importance e i t h e r  of th e  su rp lu s  in  th e  an a ly 

s i s  of c la s s  r e l a t i o n s  n o r  o f  the  degree of in e q u a l i ty  o f  

income d i s t r i b u t i o n .  The dominant c la s s  s t i l l  ap p ro p ria te s  

th e  su rp lu s  to  i t s  own ends. That i s ,  the  su rp lu s  i s  s t i l l  

used in  a manner t h a t  p r o t e c t s  the  ves ted  p o s i t io n s  o f  power 

and p r e s t ig e  in  the  s t a tu s  quo. Moreover, th e  d i s t r ib u t io n  

o f  income remains c l e a r ly  r e le v a n t  in  t h i s  d i s t r ib u t io n  of 

power and p r e s t ig e .  The c u r r e n t  a n a ly s is  simply separa tes  

th e s e  two im portan t s e t s  o f  questions r a th e r  than  lumping them 

to g e th e r  as the  su rp lu s .  On th e  one hand, th e  su rp lu s  measures 

the  amount o f o u tp u t  the  use o f  which invo lves  a la rg e  element 

o f  s o c ia l  cho ice . On th e  o th e r  hand, th e  q u e s t io n  of the  d i s 

t r i b u t i o n  of income and power concerns th e  manner in which 

t h i s  choice  i s  made and th e  p a r t i c ip a n ts  who dominate in t h i s  

p ro ce ss .

The R is ing  Investm ent-Seeking P o r t io n  
o f  the  Surplus

The second o f  th e  neo-M arxist hypotheses under consid 

e ra t io n  m ain tains t h a t  th e  investm ent-seek ing  portion  of the  

su rp lu s  tends to  r i s e .  Baran and Sweezy make an a f o r t i o r i  

case  fo r  t h i s  tendency based on the p a t t e r n  o f  dividend
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d i s t r i b u t i o n  in  the  modern c o rp o ra t io n .  They reason th a t  

s in c e  th e  d iv idend  p o l i c i e s  o f  th e se  co rpo ra tion s  cause a 

la g  between th e  accum ulation o f  th e  r i s i n g  su rp lu s  and the 

d i s t r i b u t i o n  o f  t h i s  su rp lu s  in to  d isposab le  income, then 

even th e  c a p i t a l i s t s  spend a l l  d i s t r ib u t e d  p r o f i t s  on 

consumption, th e  inves tm en t-seek ing  share  o f the  su rp lu s  

w i l l  r i s e .  ^

This a f o r t i o r i  case  f a i l s  under the  p re sen t  d e f i n i 

t i o n  o f  th e  su rp lu s .  That i s ,  s in c e  n o n e sse n t ia l  consumption 

can be o th e r  than  t h a t  o f  th e  c a p i t a l i s t  c la s s ,  i t  i s  p o s s i 

b le  t h a t  t h i s  o th e r  consumption w i l l  o f f s e t  th e  lack  of 

in c re a s e d  c a p i t a l i s t s '  consumption r e l a t i v e  to  the  t o t a l  

s u r p lu s .

I t  i s  p o s s ib le ,  however, to  perform a r e l a t i v e l y  

sim ple  t e s t  of th e  h y p o th es is .  The d i f f e re n c e  between 

p o t e n t i a l  o u tp u t  and the  sum of p e rso n a l  and s o c ia l  consump

t io n  can be s a f e ly  cons trued  as th e  investm ent-seek ing  por

t io n  o f  th e  s u rp lu s .  I t  should  be noted  t h a t  the  element 

o f  th e  su rp lu s  absorbed by su rp lu s  in d u s t r ie s  o r  n o n e sse n t ia l  

s o c i a l  consumption i s  n o t  considered  in  the  argument a t  t h i s  

p o in t .  Baran and Sweezy c o n s id e r  th ese  elements a f t e r  having 

dem onstra ted  th e  r i s i n g  inv es tm en t-seek ing  p o r t io n  as a f i r s t  

a p p ro x im a tio n . ' ^

^^I b i d . , pp. 79-81.

^^That i s ,  in  l a t e r  ch ap te rs  Baran and Sweezy approach 
th e  q u e s t io n  as to  whether enough of t h i s  investm ent-seek ing  
p o r t io n  can be wasted to  avoid s ta g n a t io n .  See i b i d . , Chap
t e r s  V, VI, and V II.
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Table 33 con ta in s  s e r i a l  d a ta  on t o t a l  pe rson a l  

consumption and e s s e n t i a l  s o c ia l  consumption. The p e rson a l 

consumption s e r ie s  i s ,  o f  cou rse , a d ju s te d  fo r  su rp lu s  

elem ents imbedded in  m arket p r ic e s  be fo re  being summed w ith  

th e  s o c i a l  consumption s e r i e s .  Table 33 a lso  shows the 

inves tm en t-seek ing  p o r t io n  of the  su rp lu s  and i t s  r a t i o  to  

th e  t o t a l  su rp lu s .

The evidence could  hard ly  be more damaging to  the  

neo-M arx is t  th e s i s .  The r a t i o  of th e  investm ent-seek ing  

p o r t io n  o f  th e  su rp lu s  to  the  t o t a l  su rp lu s  has dem onstrated 

a marked tendency to  d e c l in e  s in c e  1929. Indeed, up to  

World War I I ,  th e  inves tm en t-seek ing  sh a re  exceeded the  

( p o te n t ia l )  su rp lu s .  This means, in  e f f e c t ,  t h a t  a s i g n i f i 

c a n t  sh a re  o f  the  p o p u la t io n  had a l e v e l  o f  l iv i n g  below th e  

e s s e n t i a l  consumption s tan d ard .

The so c ia l  im p l ic a t io n  of t h i s  negation  i s  t h a t  th e  

New Deal c o a l i t io n  and th e  neo-Keynesian e th ic  which have 

h e ld  sway in  U.S. p o l i t i c s  s ince  th e  D epression, have indeed 

a l t e r e d  th e  face of c a p i ta l is m .  The in c re a se s  i n  so c ia l  

overhead consumption^^ and the  b o l s t e r in g  of p r iv a te  

consumption have a l t e r e d  th e  investm ent/consum ption ba lance .

I t  should be noted th a t  defense  spending and th e  
waste  o f  surp lus i n d u s t r i e s  remain in  the  investm ent-seek ing  
sh a re  to  t h i s  p o in t .
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TABLE 33

THE INVESTMENT-SEEKING PORTION OF THE SURPLUS, ANNUALLY, 
1929-1970 (in  b i l l i o n s  o f  1958 d o l la r s ) ^

Year
P o t e n t i a l

Output Consumption
Investm ent-

Seeking
Economic
Surplus R atio

1929 $147,0 $ 87.1 $ 59.9 $ 56.9 1.053
1930 155.0 81.0 74.0 65.1 1.137
1931 160.3 79.4 80.9 67.9 1.191
1932 158.7 70.8 87.9 67.7 1.298
1933 161.0 70.7 90.3 71.2 1.268
1934 162.3 74.3 88.0 74.4 1.182
1935 165.1 78.7 86.4 76.4 1.131
1936 171.6 88.8 82.8 77.9 1.063
1937 175.5 91 .3 84.2 79.5 1.059
1938 179.2 89.0 90.2 81.9 1.101
1939 185.7 94 .1 91.6 83.2 1.101
1940 187.6 97.0 90.6 87.4 1.037
1941 194.1 103.8 90.3 9 6.6 0.935
1942 208.9 106.0 102.9 103.8 0.991
1943 227.9 113.5 114.4 121.6 0.941
1944 246.2 120.6 125.6 137.4 0.914
1945 257.2 129.3 127.9 148.3 0.862
1946 253.7 141.5 112.2 149.4 0.751
1947 253.4 142.3 111.1 146.3 0.759
1948 252.9 144.5 108.4 144.0 0.753
1949 265.2 149.0 116.2 150.5 0.772
1950 266.8 155.7 111.1 149.1 0.745
1951 282.2 161.7 120.5 157.1 0.767
1952 297.6 170.6 127.0 162.2 0.783
1953 311.9 179.1 132.8 168.0 0.790
1954 320.8 180.4 140.4 171.7 0.818
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TABLE 33 —  Continued

Year
P o te n t i a l

Output Consumption
Investm ent-

Seeking
Economic
Surplus Ratio

1955 $329.0 $188.9 $140.1 $175.9 0.796
1956 346.6 196.1 150.5 188.0 0.801
1957 362.7 202.5 160.2 200.0 0.801
1958 376.1 207.1 169.0 207.2 0.816
1959 385.2 214.8 170.4 213.4 0.799
1960 396.4 223.0 173.4 217.6 0.797
1961 409.0 228.2 180.8 224.1 0.807
1962 418.7 236.7 182.0 229.4 0.793
1963 430.3 246.7 183.6 235.3 0.780
1964 441.4 260.0 181.4 241.1 0.752
1965 456.5 276.1 180.4 250.5 0.720
1966 474.7 294.7 180.0 262.6 0.685
1967 500.3 311.6 188.7 282.9 0.667
1968 519.4 329.8 189.6 293.4 0.646
1969 547.3 350.9 196.4 313.9 0.627
1970 573.8 364.8 209.0 336.6 0.621

^Source: Tables 19, 23, and 31; U .S ., Department of
Commerce, O ff ice  o f  Business Economies, The N ationa l Income 
and P roduc t Accounts of the  United S t a t e s ,  1929-1965, S t a t i s -  
t i c a l  Tables (Washington, D.C.: Government P r in t in g  O ffice ,
1966), pp. 4-5; and Survey o f  C urren t B usiness , L (Ju ly ,
1970), 17, and LI (Ju ly , 1971), 13.
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The D eclin ing  Operating Rate 

o f  T o ta l Capacity

The f i n a l  h ypo thes is  to  be considered concerns th e  

degree o f  u t i l i z a t i o n  o f  p rod uctive  cap ac ity . S p e c i f i c a l ly ,  

i t  i s  h e ld  th a t  the inves tm ent-seek ing  share o f  the  su rp lu s  

cannot be absorbed. T here fo re ,  " the  normal s t a t e  of th e  

monopoly c a p i t a l i s t  economy i s  s ta g n a t io n ."  F u r th e r ,  th e  

op e ra tin g  r a t e  o f  c a p a c i ty  w i l l  d r i f t  downward over t im e .^^  

The au thors  do admit o f  o f f s e t t i n g  tendencies such as m i l i 

t a r i z a t i o n  and w aste . But, however much they bemoan th e  

m eteoric  r i s e  of these  superfluous  a c t i v i t i e s ,  th e  c l e a r  

im p lica tio n  o f  th e  d is c u s s io n  i s  t h a t  these  elements cannot 

r i s e  apace with the  c ap a c i ty  to  produce.^®

The t e s t  of t h i s  hy po thes is  i s  e a s i ly  perform.ed. The 

r a t i o  o f  a c tu a l  GNP to p o t e n t i a l  GNP i s  c le a r ly  a measure of 

th e  aggregate  u t i l i z a t i o n  of c a p a c i ty .  Such a r a t i o  i s  given 

in  s e r ia t im  in  Table 29. Since th e re  has been no p e r s i s t e n t  

downward t ren d  in  th e  u t i l i z a t i o n  r a t e ,  the hypothesis  i s  

apparen tly  c o n tra d ic te d .

There a re ,  however, a number o f  q u a l i f ic a t io n s  upon 

t h i s  conclusion . Most o f  th ese  a re  d iscussed  in  a d i f f e r e n t  

contex t by Baran and Sweezy. They d iscuss  th e  New Deal and

17Baran and Sweezy, Monopoly C a p i ta l , pp. ISOff.

^^Ibid., Chapters V, VI, and VII,
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the  p o s s i b i l i t y  t h a t  i t  has reached i t s  l im i t  and the 

defense r e v o lu t io n  and i t s  p o ss ib le  upper l i m i t . T h e  

argument i s  t h a t  th e s e  elements may have reached the  l i m i t  

of t h e i r  c ap a c i ty  to  p r o t e c t  monopoly c a p i ta l ism  from 

s ta g n a t io n .

A l e s s  sp e c u la t iv e  q u a l i f ic a t io n  i s  conta ined  in  the  

da ta  i t s e l f .  The peak ope ra tin g  r a te s  of c a p a c i ty  appear to  

be tren d in g  s l i g h t l y  downward. Coupled w ith  th e  f a c t  t h a t  

the  trough o p e ra t in g  r a t e s  a re  trend ing  upward, t h i s  im plies  

t h a t  the  in c re a se  in  s t a b i l i t y  may have been purchased a t  th e  

expense o f  a s t a b le  s ta g n a t io n .^ °  At any r a t e ,  and d e sp i te  

th ese  q u a l i f i c a t i o n s ,  th e  o p e ra t in g  r a t e  o f  c a p a c i ty  appears 

u n l ik e ly  to  engender re v o lu t io n a ry  fervor in  th e  moderately 

d i s t a n t  f u tu r e .

Conclusions and Recommendations

Throughout t h i s  study , p a r t i c u l a r ly  in  th e  em pirica l 

e s t im ation  s e c t io n s ,  th e  au thor has expressed h i s  lack of 

complete s a t i s f a c t i o n  w ith  some of the  techn iques and 

concepts employed. Such expressions are obviously

^^Ibid., pp. 161ff and 213-217.

20 This seeming redundancy of phrase is necessitated 
by the confusion in the literature between the short run 
(cyclical) and the long run (secular) motions of capitalism. 
See, for further discussion and references, Howard J. Sherman, 
Radical Political Economy; Capitalism and Socialism from a 
Marxist-Humanist Perspective "(New York: Basic Books, 1972) ,
Chapter VII.
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recommendations fo r  fu r th e r  r e s e a rc h .  Thus, fo r  example, 

in  th e  a re a s  o f  measuring d e p re c ia t io n ,  d e p le t io n ,  and s o c i a l  

overhead consumption, th e  au tho r suggests  the  inadequacy 

o f  th e  c u r r e n t  s t a t e  of a f f a i r s .

With th e s e  in  mind, t h i s  concluding se c t io n  can be 

r e s t r i c t e d  to  th e  major conceptual im p lica tio n s  o f  the  s tudy . 

These, of c o u rs e ,  r e l a t e  to th e  body of l i t e r a t u r e  c o n s is 

t e n t l y  r e f e r r e d  to  as neo-Marxism. The fundamental theme of 

th e se  im p l ic a t io n s  i s  t h a t  Baran and Sweezy in  t h e i r  r e f o r 

m u la tion  o f  Marxism a re  moving in  a d i r e c t io n  p regnan t w ith  

p o t e n t i a l  f o r  im portan t  s o c ia l  a n a ly s is .  T h eir  view o f  th e  

modern c o rp o ra t io n  as th e  i n s t i t u t i o n a l i z e d  c a p i t a l i s t  and o f  

th e  im portance o f  w aste  in  monopoly c a p i ta l is m  a re  examples 

o f  such movement. However, i n  th e s e  and o th e r  c a se s ,  Baran 

and Sweezy f a i l  to  t r a v e l  fa r  enough. They continue  to  ana

lyze  th e  c l a s s  s i t u a t i o n  p r im a r ily  in  terms of c l a s s i c a l  

Marxism's Moneybags and the s u b s is t e n c e - l iv in g  p r o l e t a r i a t .  

Hence, they  f a i l  to  e n te r t a in  the  p o ss ib le  scen a r io  o f  power- 

w ie ld ing  te c h n o c ra ts  and overfed workers.^^ This l a t t e r

21The c l a s s i c  s ta tem ent of t h i s  scena r io  i s  T h o rs te in  
Veblen, The E ng ineers  and the P r ic e  System (Harbinger e d . ;
New York: H arcourt Brace and World, 195 3). The modern 
s ta tem en t i s  John Kenneth G a lb ra i th ,  The New I n d u s t r i a l  S ta te  
(Boston: H oughton-M ifflin  Company, 1967). For a comparison
of th e s e  two a long t h i s  l in e  o f  thought, see J .  R. S ta n f ie ld ,  
"V eblen 's  'R e v o lu tio n a ry  Overturn ' and The New I n d u s t r i a l  
S t a t e ," Review of S o c ia l  Theory, I (Summer, 1972), forthcoming.
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sc en a r io  i s  a t  th e  h e a r t  o f  most re c e n t  r a d i c a l  s o c ia l  

a n a ly s is  which i s  s teeped in  th e  h e r i ta g e  o f  th e  young Marx.^^ 

Thus, Baran and Sweezy f a i l  t o  escape th e  t r a d i t i o n a l  

M arx ist emphasis on q u a n t i t a t iv e  cycles  and se c u la r  s tag na 

t io n  o f  n a t io n a l  o u tp u t .  They imply t h a t  l im i t s  e x i s t  upon 

the  su rp lu s  a b so rp t io n  power o f  m il i ta r ism  and waste d e sp i te  

th e  e m p ir ic a l  ev idence to  th e  c o n tra ry .  This leaves  them 

p re c a r io u s ly  c lo s e  to  the  t r a d i t i o n a l  M arxist no tio n  th a t  

unemployment and m a te r ia l  im m izeration w i l l  e v e n tu a l ly  goad 

th e  p r o l e t a r i a t  i n to  r e v o lu t io n .

To be an e f f e c t iv e  ins trum ent of s o c ia l  a n a ly s is  and 

change, neo-Marxism must g ive  up t h i s  emphasis on q u a n t i t a 

t i v e  a g g re g a te s .  I t  must be recognized t h a t  th e  c a p i t a l i s t  

engine i s  n o t  going to  t h r o t t l e  i t s e l f  in  a c r i s i s  o f  under

p roduction  and u n d e r u t i l i z a t i o n  of c a p a c i ty .

We do n o t  p r e d i c t  th a t  th e r e  w i l l  be any au tom atic  
breakdown o f  c a p i ta l i s m ,  b u t  r a th e r  a s s e r t  t h a t  i t  
w i l l  end through rev o lu t io n a ry  s t ru g g le s  (as d e te r 
mined p a r t  by the  economic c o n d i t io n s ) . . . .
I f  c a p i ta l i s m  were s t a t i c  and pu re ly  com petit ive  . . . , 
th en  maybe th e re  would be a long-run tren d  to  under
consumption, worse and worse d ep re ss io n , and /o r  even
t u a l  s t a g n a t io n .  [However, t ] h e r e  i s  no observab le  
t r e n d  to  worse dep ress ions  s in ce  the  1930s. . . .^^

R a the r ,  th e  c r i s i s  i s  to  be based upon q u a l i t a t i v e  founda

t io n s .  I t  must be based upon a growing awareness o f  waste

22P eru se , fo r  example, the  new jo u rn a l s .  Review of 
R adical P o l i t i c a l  Economics and U psta rt  as w ell  as th e  com
prehensive  book by Sherman, Radical P o l i t i c a l  Economy.

23Sherman, Radical P o l i t i c a l  Economy, pp. 94-95.
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and i r r a t i o n a l i t y  which causes a lack  of f a i t h  in  th e  

i n s t i t u t i o n s  o f  s o c ie ty  and a d isp lacem ent of those  who man 

th ese  i n s t i t u t i o n s .

There a re  two im portan t su b s id ia ry  im p lica tio n s  o f 

th e  above: the  a l lo c a t io n  problem must again become the

paramount economic problem and th e  supersess ion  of the  

market mechanism must be adm itted . The neo-M arxist concern 

w ith  th e  degree of waste in  monopoly c ap i ta l ism  a t t e s t s  to  

the  importance o f  th e  a l l o c a t io n  q u e s t io n .  So a lso  does th e  

in c reased  degree of choice  due to  th e  widening range between 

ou tpu t and necessary  consumption.

However, in  M arxist economics s ince  i t s  b i r t h  and 

in  mainstream economics s in c e  th e  Keynesian R evolu tion , th e  

major concern of p o l i t i c a l  economy has been th e  le v e l  of 

aggregate  employment and o u tp u t ,  no t  th e  composition of 

such. However, c u r r e n t  techn iques  in  t h i s  f i e l d  seem more 

o r  l e s s  adequate fo r  th e  ta s k .  That i s ,  the  te c h n ic a l  ca

p a b i l i t y  e x i s t s  through a bevy of m o n e ta ry /f isc a l  mechanisms 

to  m aintain  a chosen l e v e l  o f  o u tp u t .  What i s  re ta rd e d  i s  

the  techniques fo r  choosing t h a t  l e v e l  :'nd i t s  composition.^

Moreover, even to  th e  e x te n t  t h a t  che techniques of 

demand po licy  f a i l  ve rsus  t h e i r  dilemma of " s t a g f l a t io n "  and 

r e s o r t  i s  made to  w age/price  p o l ic y ,  the  problem i s  a l lo c a 

t i v e  in  n a tu re .  For in  the  p ro cess  o f  employing w age/price

Harry G. Johnson, "Economics and Everyday L ife"  
( le c tu re  d e l iv e re d  a t  the  annual banquet of Omicron D elta  
E psilo n , Oklahoma Alpha C hapter, Norman, Oklahoma, A p ril  21, 
1972).
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c o n tro ls  to  secu re  accep tab le  aggregate r e s u l t s ,  the basic  

fo r  any argument as to  a l lo c a t io n  v ia  th e  i n v i s ib l e  hand is  

des troyed . That i s ,  i f  p u b lic  po licy  i s  to  assume the  ro i s  

o f determ ining th e  degree of f l e x i b i l i t y  of p r i c e s ,  i t  must 

a lso  assume r e s p o n s i b i l i t y  fo r  the a l lo c a t io n  d ec is io ns  such 

f l e x i b i l i t y  i s  supposed to  determine.

This l a t t e r  p o in t  makes i t  im perative  t h a t  so c ia l  

a n a ly s is  begin w ith  the  question  o f  power r a th e r  than m arket/ 

p r ic e  r e l a t i o n s  as do Baran and Sweezy. I t  must be recog

n ized  t h a t  monopoly c a p i ta l is m  is  no t so unplanned as i t s  

p redecesso r .  That q u i te  to  the  c o n tra ry ,  th e re  e x i s t s  expen

s iv e  p lanning .^   ̂ However much one wishes to  d is t in g u is h  

dem ocratic  s o c i a l i s t  p lanning from e l i t i s t  or te c h n o s t ru c tu ra l  

p lann ing , denying the  e x is ten ce  of the  l a t t e r  i s  an inappro

p r i a t e  t a c t i c .

The f a c t  o f  p lanning  i s  c le a r ly  t ru e  in  r e l a t i o n  to 

th e  q u a n t i t a t iv e  l e v e l  o f  output. There i s  no doubt t h a t  the 

broad o u t l in e s  o f  G a lb ra i th 's  "management of s p e c i f i c  demar.d" 

and " re g u la t io n  o f  aggregate  demand" a re  a re a l i ty .^ ®  Fur

th e r ,  th e  d a ta  o f  th e  c u r re n t  study show a narrowing of the 

gaps between th e  peaks o f  expansion and th e  troughs of

25Aside from th e  works of G a lb ra i th  and Papandreou 
r e f e r r e d  to  o f te n  above, two books by Michael F arr ing to n  
make th i s  p o in t  b e a u t i f u l l y .  See The A cciden ta l Century 
(Baltimore: Penguin Books, In c . ,  1966) and Toward a Demo
c r a t i c  L e f t  (B altim ore: Penguin Books, I n c . ,  1968).

G a lb ra i th ,  The New I n d u s t r i a l  S t a t e , e s p e c ia l ly  
Chapters XVIII to  XX.
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c o n tr a c t io n  and deny any marked q u a n t i t a t iv e ly  

s t a g n a t i o n i s t  te n d e n c ie s .

The g i s t  o f  th e  argument i s  t h a t  the  market system

should  no lo n g er  be viewed as an impersonal a l l o c a t o r  o f

re s o u rc e s .  R a th e r ,  th e  market should be viewed as an

in s tru m en t  o f  p lann ing .

. . . T e c h n ic a l ly ,  b u t  only t e c h n ic a l ly ,  th e  market 
mechanism s t i l l  a l l o c a t e s  resources to  u ses .  [The 
u n d e rly in g  r e a l i t y ]  can be understood b es t  by r e f 
erence  t o  an example o f  a planned economy — where 
th e  p lan n in g  a u th o r i ty  r e l i e s  on th e  market 
mechanism to  a l l o c a t e  re so u rc e s ,  b u t  where, a l s o ,  
i t  s u b s t i t u t e s  i t s  own prefe rences  fo r  those  of th e  
consumer. . . . Suppose now t h a t  in s te a d  o f  a pub
l i c  p lan n in g  a u th o r i ty  we are  d ea lin g  with a huge 
c o rp o ra t io n  in  p r iv a t e  hands t h a t  owns ( d i r e c t ly  o r  
i n d i r e c t l y )  a l l  p ro d u c t iv e  u n i ts  in  the  economy.
Such a su p e r-m o n o p o lis t  has no le s s  power [than 
would th e  p lan n in g  a u th o r i t y ] . . . .

With t h i s  i n t e r p r e t a t i o n ,  G a lb ra i th 's  argument — 
t h a t  in  th e  modern i n d u s t r i a l  s t a t e  p lanning i s  
su p e rsed in g  th e  market — has an im portant and 
r e v e a l in g  meaning. . . .

What i s  rem arkable i s  t h a t  t h i s  va luab le  i n s i g h t  
i n to  th e  workings o f  contemporary c a p i ta l ism  i s  
shared  by so few.^ ^

The impo’' t  to  which Papandreou a llud es  i s  simply th a t  

p lan n in g  i s  a f a c t  o f  l i f e .  The q u a l i ty  of modern s o c ie ty ,  

be i t  nom inally  s o c i a l i s t  o r  c a p i t a l i s t ,  h inges n o t  on p lan 

n ing  ve rsu s  nonp lann ing , b u t  on who p la n s ,  on what i s  p lanned, 

and on how th e  who p lan s  th e  what. G a lb ra ith  sees  th e  p lan 

n ing  as  t e c h n o c r a t i c  and Papandreou as p a t e r n a l i s t i c .  In 

bo th  cases  p lan n in g  i s  e l i t i s t ,  and in  both c a se s ,  many fac 

t o r s  o f  human w e lfa re  a re  being  om itted from th e  p lann ing  m atrix .

27Papandreou, P a t e r n a l i s t i c  C ap ita l ism , pp. 78-80.
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Thus, the  problem reduces to  one of c o n t ro l .  Since 

power i s  in h e r e n t ly  personal,^® th e  q u e s t io n  may be asked in  

terms o f  who c o n tro ls  the  market and th e  o th e r  in s trum en ts  o f  

p lan n in g ,  and what i n s t i t u t i o n a l i z e d  p rocess  holds them 

accou n tab le  f o r  using  t h e i r  power toward a p p ro p r ia te  ends.

This i s  an a l lo c a t io n  problem as w e ll  as a p o l i t i c a l  problem. 

S ince a l l o c a t i o n  i s  no longer p r im a r i ly  e f f e c te d  v ia  the  mar

k e t ,  much o f  what passes in  economics as th e  theory  of a l l o 

c a t io n  i s  i r r e l e v a n t .  A share  of th e  incom e/con tro l equation  

becomes i r r e l e v a n t  in  t h i s  fa sh io n .  The one-to -one  

correspondence  between income and market v o tes  need no t apply 

in  th e  r e l a t i o n  between income and p o l i t i c a l  v o te s .  Therefore , 

neo-Marxism must in v e s t ig a te  th e  p o s s i b i l i t y  t h a t  th e  techno

c r a t  r a t h e r  th an  Moneybags i s  dominant in  th e  makeup of the  

dominant c l a s s .

28A. A. B e r le ,  Power (New York: Harcourt Brace and
World, 1967), e s p e c ia l ly ,  pp. 59-83.
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